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The  Health  Care  Financing  Administration  was  established  to  connbine  health  financing  and 
quality  assurance  progranns  into  a  single  agency.  HCFA  is  responsible  for  the  Medicare  pro- 
grann,  Federal  participation  in  the  Medicaid  progrann,  the  Professional  Standards  Review 
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The  mission  of  the  Health  Care  Financing  Administration  is  to  promote  the  timely  delivery  of 
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of  the  services  for  which  they  are  eligible,  that  those  services  are  accessible  and  of  high 
quality,  and  that  Agency  policies  and  actions  promote  efficiency  and  quality  within  the  total 
health  care  delivery  system. 

HCFA's  Office  of  Research  and  Demonstrations  (ORD)  conducts  studies  and  projects  that 
demonstrate  and  evaluate  optional  reimbursement,  coverage,  eligibility,  and  management 
alternatives  to  the  present  Federal  programs.  ORD  also  assesses  the  impact  of  HCFA  pro- 
grams on  health  care  costs,  program  expenditures,  beneficiary  access  to  services,  health 
care  providers,  and  the  health  care  industry. 

This  report  describes  intramural  and  extramural  projects  conducted  by  ORD.  It  is  intended  to 
provide  succinct  and  timely  information  to  a  broad  audience  concerned  about  health  care 
financing  and  delivery  issues. 
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General  Introduction 


A.  Background 

The  health  care  industry  is  one  of  the  largest  sectors 
of  the  American  economy.  Expenditures  for  national 
health  care  totaled  $247  billion  for  calendar  year  1980. 
This  represented  9.4  percent  of  the  Gross  National 
Product  (GNP).  The  rate  of  growth  of  health  care 
expenditures  has  for  the  past  three  years  outpaced  the 
growth  in  the  overall  economy.  During  calendar  year 
1980,  health  care  expenditures  increased  by  15.2 
percent  and  the  GNP  by  8.8  percent.  Hospital  care 
alone  grew  by  16.2  percent. 

Although  the  major  portion  of  health  services  is 
financed  by  the  private  sector  and  consumers,  42 
percent  of  the  expenditures  are  from  public  sources. 
The  Medicare  and  Medicaid  programs,  under  the 
jurisdiction  of  the  Health  Care  Financing  Administration 
(HCFA),  account  for  61  percent  of  these  public 
expenditures.  In  calendar  year  1980,  Medicare  and 
Medicaid  spent  a  total  of  $63  billion. 

Due  to  its  large  purchasing  power,  HCFA  directly 
influences  the  behavior  of  the  health  care  industry  as  a 
whole.  For  example.  Medicare  and  Medicaid  reimburse- 
ment levels  affect  all  health  service  payments  and  the 
structure  of  the  health  care  delivery  system.  Services 
and  procedures  covered  under  Medicare  and  Medicaid 
influence  the  general  practice  of  medical  care. 

Consequently,  HCFA's  activities  are  directed  toward 
developing  and  implementing  Medicare  and  Medicaid 
policies  that  promote  efficient  health  care  delivery 
systems — where  providers  are  aware  of  the  need  for 
careful  thought  before  they  prescribe  the  use  of 
services,  and  where  beneficiaries  are  concerned  about 
the  costs  of  their  care.  HCFA  uses  its  research, 
demonstration,  and  evaluation  program  to  determine 
how  it  can  improve  Medicare  and  Medicaid  policies.  For 
example,  research  studies  analyze  the  existing 
programs  to  understand  the  financial  incentives  to 
providers,  the  utilization  incentives  to  beneficiaries,  and 
the  relationship  of  the  public  programs  to  the  overall 
industry.  Results  of  these  analyses  are  used  to  develop 
improved  reimbursement  and  coverage  methods. 
Demonstration  and  evaluation  projects  assess  the 
effects  and  potentials  of  new  methodologies  in  the  real 
world.  These  results  facilitate  recommendations  to 
expand  an  interesting  concept  program-wide,  to  reject 
an  approach  due  to  lack  of  feasibility,  or  to  provide 
experience  to  facilitate  the  implementation  of  a  new 
policy. 

Research  and  demonstration  data  and  results  guide 
the  health  policy  decisions  of  the  Administration,  the 
Congress,  and  the  health  care  industry.  HCFA  research 
and  demonstrations  have  had  proven  success  and 
application.  Examples  of  recent  impacts  of  HCFA 
projects  include: 

.  coverage  of  "swing  bed"  reimbursement  in  rural 
hospitals 

.  reduction  of  the  Medicare  nursing  differential  from 
8V2  to  5  percent 

.  expanded  Medicare  and  Medicaid  coverage  to 


include  ambulatory  surgical  centers 
•  development  and  refinement  of  the  Medicare  econ- 
omic index  for  use  in  Medicare  physician  payments 
.  revision  of  regulations  guiding  reimbursement  for 
medical  malpractice  and  durable  medical 
equipment. 
All  of  these  program  changes  have  produced 
significant  ongoing  savings  to  the  Medicare  and 
Medicaid  programs,  thus  reducing  the  rate  of  increase 
of  health  care  costs  and  related  public  expenditures. 
The  following  report  summarizes  HCFA  research, 
demonstrations,  and  evaluation  activities  currently 
underway.  These  projects  seek  solutions  to  problems 
that  are  of  immediate  concern  to  Medicare  and 
Medicaid  administrators.  Congress,  and  taxpayers,  as 
well  as  to  health  industry  managers.  Research  and 
demonstration  effort  is  focused  on  ways  to  address 
basic  problems  in  the  structure  and  financing  of  the 
programs.  For  example,  projects  seek  to  develop 
financial  incentives  that  promote  competition  for 
Medicare  and  Medicaid  services  resulting  in  cost 
savings.  At  the  same  time,  they  try  to  ensure  access  to 
care  for  the  elderly  and  the  poor.  Projects  attempt  to 
stem  the  cost  of  long-term  care  services,  for  which 
Medicare  and  Medicaid  spent  over  $12  billion  in  1980. 
Due  to  the  growing  numbers  of  elderly  in  need  and  the 
increasing  demand  for  nursing  homes  and  home  health 
services,  cost-effective  alternatives  such  as  community- 
based  care  must  be  developed.  Research  and 
demonstration  projects  evaluate  these  options. 

Another  costly  problem  is  treatment  for  end  stage 
renal  disease,  which  can  cost  as  much  as  $25,000  per 
year  for  the  life  of  the  patient.  Research,  demonstration, 
and  evaluation  projects  are  exploring  alternatives  such 
as  dialysis  in  the  home.  Cost-based  and  fee-for-service 
reimbursement  methodologies  are  widely  recognized  as 
promoting  inflation  in  health  care  costs.  Research  and 
demonstration  efforts  are  developing  new 
methodologies,  such  as  prospective  reimbursement  for 
hospitals  and  comprehensive  health  care  delivery 
systems.  In  addition  to  focusing  on  the  costs,  benefits, 
and  incentives  of  health  services,  HCFA  must  also 
concern  itself  with  efficient  and  adequate  methods  of 
collecting  the  statistics  it  needs  to  both  operate  and 
assess  its  programs.  The  research  and  demonstration 
program  is  improving  methods  in  this  area  as  well  as 
improving  administrative  procedures  such  as 
streamlining  facility  certification  and  survey  review.  The 
budget  with  which  HCFA  carried  out  research  and 
demonstration  activities  was  $38.8  million  in  fiscal  year 
1981,  or  less  than  1  percent  of  total  Federal  spending 
for  Medicare  and  Medicaid. 

B.  HCFA  Responsibilities 

HCFA's  major  program  responsibility  is 
administration  of  the  Medicare  and  Medicaid  programs. 
Medicare,  established  under  Title  XVIII  of  the  Social 
Security  Act,  is  a  Federal  health  insurance  program  for 
people  who  are  65  years  and  older,  disabled,  or  have 


chronic  renal  disease.  General  revenues,  payroll  taxes, 
railroad  retirement,  interest,  and  beneficiary  premiums 
finance  Medicare's  Hospital  Insurance  (HI)  and 
Supplementary  Medical  Insurance  (SMI)  programs. 

Medicaid,  created  by  Title  XIX  of  the  Social  Security 
Act,  is  a  Federal  and  State  program  to  finance  health 
services  for  public  recipients  and  other  individuals  with 
low  incomes.  States  may  enter  into  agreements  with  the 
Department  of  Health  and  Human  Services  (DHHS)  for 
this  purpose  and  share  in  the  costs  of  the  program.  In 
some  States,  local  governments  also  contribute  to  the 
State's  share.  In  1979,  approximately  27.9  million  people 
were  enrolled  for  Medicare  coverage  and  25  million 
were  eligible  for  Medicaid  benefits.  Of  these, 
approximately  4  million  were  eligible  for  both  programs. 

HCFA  was  established  in  March  1977  to  better 
coordinate  the  expanding  Federal  role  in  health  care 
financing  and  delivery.  By  assuming  responsibility  for 
the  Medicare  and  Medicaid  programs,  HCFA  provides 
leadership  in  the  Federal  effort  to  plan,  develop, 
administer,  and  evaluate  health  care  financing  programs 
and  policies. 

Within  HCFA,  the  Office  of  Research  and  Demonstra- 
tions (ORD)  directs  over  300  intramural  and  extramural 
projects  that  study,  demonstrate,  or  evaluate  reimburse- 
ment, coverage,  eligibility,  and  management  alternatives 
to  the  present  Federal  programs.  ORD  also  assesses  the 
impact  of  these  programs  on  health  care  status,  costs, 
utilization,  expenditures,  beneficiary  access  to  services, 
health  care  providers,  and  the  health  care  industry. 

These  activities  are  carried  out  by  two  ORD 
components.  The  Office  of  Research  (OR)  conducts 
and  supports  research  on  health  care  providers, 
reimbursement,  beneficiary  access,  and  utilization.  OR 
publishes  program  statistics  about  Medicare  and 
Medicaid,  with  emphasis  on  expenditure  patterns  by 
type  of  service,  beneficiary  characteristics,  and  costs  of 
care.  OR  also  manages  activities  to  evaluate  programs. 

The  Office  of  Demonstrations  and  Evaluations  (ODE) 
funds  and  offers  technical  assistance  to  pilot  programs 
which  test  new  ways  of  delivering  and  financing  health 
care.  These  demonstrations  and  evaluations  encompass 
the  spectrum  of  health  care  financing  issues:  methods 
of  delivering  alternative  health  care,  prospective 
reimbursement,  rate  regulation,  ambulatory  services, 
capitation  payment  systems,  and  standardization  of 
billing  and  reporting  procedures.  ODE  empirically  tests 
new  ideas  and  hypotheses  in  operational  settings,  such 
as  hospitals  and  nursing  facilities,  health  maintenance 
organizations,  and  State  rate-setting  programs. 
Subsequently,  independent  contractors  evaluate  the 
programs. 

ORD  conducts  a  publications  program  to  disseminate 
data,  research,  and  demonstration  findings.  Consisting 
of  seven  series,  these  publications  serve  the  needs  of 
legislators,  policymakers,  researchers,  program 
officials,  and  private  industry. 

The  Health  Care  Financing  Review  is  a  quarterly 
research  journal,  focusing  on  the  findings  of  research, 
demonstrations,  and  statistical  analyses.  The  Review 
presents  program  data  and  results  of  significant 
research  on  a  variety  of  topics,  including  hospital  cost 


containment,  physician  reimbursement,  long-term  care 
reform,  fraud  and  abuse,  health  systems  organizations, 
and  quality  of  care.  In  addition,  the  Review  features 
Medicare  and  Medicaid  program  statistics  on 
beneficiary  enrollment,  provider  reimbursement, 
program  expenditures.  Early  and  Periodic  Screening 
Diagnosis  and  Treatment  (EPSDT)  child  screening,  and 
abortions  and  sterilizations.  The  publication  also 
contains  announcements  of  new  HCFA  research 
publications,  program  evaluations,  and  grants  and 
contracts. 

Health  Care  Financing  Trends  is  a  quarterly  report  on 
the  state  of  the  nation's  health  dollar.  It  presents 
summary  statistics  on  total  health  expenditures,  medical 
care  prices,  hospital  expenses  and  utilization,  physician 
pricing,  and  comparisons  of  health  with  national 
economic  indicators.  Trends  represents  the  only 
national  health  expenditures  information,  similar  to 
other  national  statistics  such  as  the  GNP,  which  is 
available  on  a  quarterly  basis. 

The  Health  Care  Financing  Notes  provide  descriptive 
statistics  on  the  Medicare  and  Medicaid  programs  in  a 
brief,  concise  format,  as  well  as  offering  abstracts  of 
future  publications.  The  Notes  provide  the  public  with 
program  data  as  soon  as  they  become  available. 

The  Health  Care  Financing  Program  Statistics  present 
detailed  data  and  analyses  on  the  Medicare  and 
Medicaid  programs.  While  the  Health  Care  Financing 
Notes  highlight  program  data  as  soon  as  they  become 
available,  Program  Statistics  present  in-depth  reports 
on  the  programs.  Included  in  these  reports  are  Medicare 
data  on  enrollment,  providers,  and  reimbursement,  as 
well  as  Medicaid  data  on  eligibility,  services,  and 
expenditures.  The  Medicaid  data  include  statistics  on 
recipients  by  eligibility  category,  as  well  as  on  medical 
assistance  payments  by  vendor,  type  of  service, 
program  category,  and  form  of  payment. 

Health  Care  Financing  Research  Reports  present 
major  intramural  studies  and  projects  conducted  by 
HCFA  staff.  Reports  discuss  issues  such  as  physician 
fees  and  prices,  development  of  hospital  reimbursement 
limits  adjusted  for  case-mix,  and  evaluations  of  the 
maximum  allowable  cost  for  drugs  (MAC),  end-stage 
renal  disease  (ESRD),  and  EPSDT  programs. 

The  Health  Care  Financing  Grants  and  Contracts 
make  available  the  final  reports  of  ORD-funded 
extramural  projects  in  such  areas  as  hospital  cost 
containment,  long-term  care  reform,  physician 
reimbursement,  fraud  and  abuse,  beneficiary  access 
and  utilization  of  services,  and  health  systems 
organizations.  Reports  include  findings  from  research 
and  demonstration  projects  concerning  Federal  barriers 
to  efficient  Medicaid  program  operations,  Medicaid 
nursing  home  reimbursement  in  selected  States,  and 
the  Colorado  clinical  psychology/expanded  mental 
health  beneficiary  experience. 

Occasional  monographs,  such  as  Research  and  Dem- 
onstrations In  Health  Care  Financing,  are  prepared  to 
meet  selective  information  needs.  Other  types  of  mono- 
graphs include  conference  proceedings  on  physician 
financial  incentives  and  health  insurance  plans. 

Copies  of  all  ORD  publications  can  be  obtained  from 
the  Research  Publications  Staff,  (301)  597-2422. 


CHAPTER  I 
Hospital  Reimbursement 


A.  Introduction 


During  calendar  year  1979,  approximately  $85  billion 
was  spent  on  hospital  care  in  the  United  States. 
Medicare  paid  $21.6  billion,  25  percent  of  this  total,  to 
provide  hospital  care  to  its  beneficiaries.  This 
represents  an  increase  of  about  18  percent  over  the 
previous  year.  Medicaid  spent  $8  billion  more  for 
hospital  care. 

Annual  double-digit  hospital  inflation  has  caused 
concern  for  more  than  a  decade,  underscoring  the 
need  for  new  ways  to  measure  costs  and  determine 
reimbursement  for  hospital  care.  Growing  government 
outlays  for  health  care  and  beneficiary  out-of-pocket 
payments  have  paralleled  the  increases  in  hospital 
costs  and  use  of  services,  thus  adding  to  the  concern 
about  these  costs. 

Before  advocating  or  adopting  major  changes  in 
methods  of  reimbursing  hospitals,  HCFA  is  seekmg  to 
learn  more  about  hospital  behavior  and  the  effects  of 
various  methods  of  determining  costs  and  reimburse- 
ment. HCFA  therefore  supports  an  extensive  program 
of  demonstrations  and  research,  both  intramural  and 
extramural.  This  program  focuses  on  hospital 
reimbursement  methods,  organization  of  hospital 
services,  hospital  cost  analysis,  and  examination  of 
different  cost  allocation  methods. 

B.  Reimbursement  Demonstrations 

HFCA's  hospital  reimbursement  demonstrations  test 
a  variety  of  elements.  These  include  support  of  State 
rate-setting  activities,  prospective  payment,  the  prudent 
buyer  concept,  and  diagnosis  related  groupings 
(DRGs).  This  work  is  paralleled  and  expanded  upon  in 
the  developmental  research  described  in  the  section  on 
case-mix  methods. 

1.  National  Hospital  Prospective  Reimbursement 
Study 


HCFA  is  currently  supporting  efforts  in  15  States  to 
develop  prospective  reimbursement  systems  for 
hospitals.  Abt  Associates  was  awarded  a  contract  to 
perform  a  multifaceted  evaluation  of  the  impact  of 
these  systems  on  the  cost  and  composition  of  health 
services.  The  evaluation  began  in  1978  and  will 
continue  to  1983. 

The  evaluation,  entitled  the  National  Hospital  Rate- 
Setting  Study,  addresses  the  operational  costs  of  each 
system,  the  organizational  environment  most  con- 
ducive to  effective  rate-setting,  the  prospective 
reimbursement  methodology  most  likely  to  result  in  the 
greatest  reductions  in  hospital  costs,  and  the 
characteristics  of  systems  which  encourage  efficient 
hospital  performance.  The  evaluation  will  also  assess 
the  effects  of  prospective  rate-setting  on  hospital  costs 
and  revenues;  volume,  composition,  and  intensity  of 


hospital  services:  access  of  population  groups  to 
services:  quality  of  care:  use  of  labor  and  capital 
inputs:  and  substitution  of  services  that  are  not 
hospital-based. 

The  evaluation  includes  the  following  State  systems: 
Arizona,  Colorado,  Connecticut,  Indiana,  Kentucky, 
Maryland,  Massachusetts,  Minnesota,  Nebraska,  New 
Jersey,  New  York,  Rhode  Island.  Washington,  western 
Pennsylvania,  and  Wisconsin.  Approximately  2,800 
hospitals  are  being  studied,  including  a  control  group 
composed  of  a  25  percent  random  sample  of  all  hospi- 
tals which  are  not  under  a  rate  regulation  system. 

Among  the  multiple  study  methodologies  being  used 
are  case  studies  and  qualitative  and  quantitative 
analyses.  The  quantitative  analyses  employ  a  research 
design  which  combines  a  cross-sectional  and  time- 
series  analytical  approach.  The  primary  data  sources 
are  site  visits,  interviews,  and  surveys.  Secondary  data 
sources  include  the  American  Hospital  Association 
(AHA),  the  Health  Interview  Survey,  Medicare  Cost 
Reports,  the  Area  Resource  File,  and  Medicare 
Statistical  Files. 

During  1980,  nine  case  studies  describing  prospec- 
tive reimbursement  methods  employed  in  the  key  study 
States  were  completed.  A  comparative  analysis,  also 
published  in  1980,  summarizes  the  findings  of  the  nine 
case  studies  and  provides  insights  into  the  political 
environment,  structural  characteristics,  and  transitional 
features  of  the  program  in  nine  States.' 

While  all  the  empirical  evidence  from  the  Abt  study  is 
not  yet  available,  early  findings  suggest  that,  since 
1975,  States  with  mandatory  regulations  had  static- 
tically  significant  reductions  in  the  annual  rate  of 
increase  in  cost  per  adjusted  admission.  These  annual 
reductions  ranged  from  2  to  4  percent  for  six  of  the 
eight  mandatory  programs.  However,  none  of  the  seven 
voluntary  programs  Abt  examined  showed  statistically 
significant  reductions  in  the  annual  rate  of  increase  per 
adjusted  admission. 

HCFA  is  publishing  a  series  of  quantitative  analyses 
using  AHA  data.  They  will  examine  the  impact  of  the 
rate-setting  programs  on  hospital  costs  and  organiza- 
tion, with  emphasis  on  hospital  costs,  services  and 
facilities,  volume,  labor/employment  effects,  access  to 
medical  services,  and  system-wide  costs. 

A  subsequent  series  of  analyses,  employing  Medi- 
care Cost  Report  data,  will  focus  in  greater  detail  on 
the  above  areas  as  well  as  on  other  facets  of  hospital 
behavior  and  organization,  such  as  case-mix  adjust- 
ments, quality  of  care,  and  the  financial  status  of 
hospitals. 

2.  Washington  State  Hospital  Commission 

The  Washington  State  Hospital  Commission  was 
established  in  1973  to  institute  a  program  of  mandatory 


'Abt  Associates,  The  National  Hospital  Rate-Setting  Study:  A 
Comparative  Review  of  Nine  Prospective  Rate-Setting  Programs, 
1980. 


financial  disclosure,  budget  submission,  and  prospec- 
tive reimbursement  determinations  based  on  hospital 
uniform  accounting  and  reporting.  It  is  a  five-member, 
independent  body  with  direct  authority  to  issue  rules 
and  regulations  for  rate-setting. 

The  current  program  requires  hospitals  to  submit  a 
prospective  budget  at  least  60  days  before  the 
beginning  of  the  next  budget  year,  using  the  uniform 
accounting  and  reporting  system.  All  hospitals  are 
classified  through  a  clustering  routine  into  peer  groups 
based  on  size,  teaching  level,  case-mix,  and 
geographic  location.  Each  budget  undergoes  a  primary 
screen  based  on  the  70th  percentile  of  its  group's 
peers;  if  the  budget  passes  the  screen,  it  is  approved.  If 
it  does  not,  the  Commission  conducts  a  secondary 
screen  by  cost  center.  At  the  conclusion  of  these 
screens  and  analyses,  the  Commission  approves  a 
schedule  of  rates  that  w\\\  allow  the  facility  to  meet  its 
financial  needs. 

HCFA's  experiment,  begun  in  1976,  involves 
Medicare,  the  State  Medicaid  program.  Blue  Cross  of 
Washington  and  Alaska,  and  Workmen's  Compensation 
(administered  by  the  State's  Department  of  Labor  and 
Industries).  For  the  experiment,  96  of  the  State's  112 
acute  care  hospitals  have  been  divided  into  three 
payment  types.  HCFA  has  provided  waivers  to  permit 
Medicare  and  Medicaid  participation  in  the  first  two 
types.  Each  type's  rate-setting  method  is  as  follows: 

•  Type  I:  The  Commission  sets  a  total  revenue  budget 
for  the  prospective  year.  Medicare,  Medicaid,  Blue 
Cross,  and  Labor  and  Industries  are  each  responsible 
for  a  percentage  of  the  total  budget  based  on  their 
respective  utilization.  At  the  end  of  the  year, 
hospitals  are  subject  to  conformance  reviews.  If  a 
hospital's  revenue  is  equal  to  or  below  that  approved 
by  the  Commission,  the  hospital  is  in  conformance, 
regardless  of  any  volume  changes.  If  a  hospital's 
actual  revenue  is  above  the  approved  revenue,  a 
fixed  variable  ratio  is  applied  to  the  excess  revenue 
resulting  from  increased  volume.  The  hospital  is  only 
allowed  to  keep  the  variable  portion  associated  with 
the  excess.  Any  adjustments  that  are  required  are 
applied  to  approved  revenue  in  subsequent  years. 

•  Type  II:  The  Commission  sets  a  total  revenue  budget 
figure,  as  for  Type  I  hospitals,  and  develops 
approved  rates  based  on  this  figure.  Medicare, 
Medicaid,  Blue  Cross,  and  Labor  and  Industries  pay 
a  prospectively  determined  percent  of  charges, 
discounted  for  the  differences  in  their  business 
practices  and  patients  covered;  other  payers  pay  full 
charges.  Hospitals  are  subject  to  year-end 
conformance  reviews.  Fixed  variable  ratios  are 
applied  to  shortfalls  and  overages  from  approved 
revenue.  If  a  hospital  experiences  a  decrease  in 
volume,  the  hospital  loses  the  variable  portion  of  the 
revenue  associated  with  the  change  in  volume.  If  a 
hospital  experiences  an  increase  in  volume,  the 
hospital  is  allowed  to  recover  only  the  variable  costs 


associated  with  the  increase  in  volume.  As  under 
Type  I,  adjustments  are  applied  to  approved  revenue 
in  subsequent  years. 

•  Type  III:  The  Commission  reviews  the  budgets  for 
Type  III  hospitals  and  approves  total  allowable 
revenue.  However,  all  payers  reimburse  according  to 
their  regular  reimbursement  methods.  Hospitals  are 
subject  to  the  same  year-end  conformance  process 
as  under  Type  II. 

Although  the  results  of  the  Abt  Corporation's 
independent  evaluation  of  the  project  are  not  yet 
available,  interim  assessment  by  the  Commission,  the 
participating  payers,  and  the  hospitals  have  provided 
sufficient  data  to  make  some  conclusions  about  the 
performance  under  the  three  methods  of  payment. 
Payment  Type  III  provides  little  or  no  incentive  for  the 
adoption  of  aggressive  costsaving  behavior  by 
hospitals.  Payment  Type  I  has  promoted  incentives 
other  than  cost  containment,  such  as  encouraging 
hospitals  to  maintain  a  relatively  low  volume  of  patients. 
In  addition.  Type  I  has  proved  to  be  operationally 
difficult  for  all  entities  to  administer. 

On  the  other  hand,  Payment  Type  II  hospitals  have 
demonstrated  cost  containment  behavior  which  is  better 
than  Type  I,  and  while  it  seems  to  have  been  more 
effective  in  controlling  the  total  increase  in  hospital 
costs,  hospitals'  financial  positions  appear  to  have 
improved.  Payment  Type  II  has  the  greatest  promise  of 
the  three  alternatives  included  in  this  demonstration. 

Based  on  preliminary  evidence  of  the  effectiveness  of 
Type  II  reimbursement,  the  Commission  requested  that 
the  project  be  expanded  to  a  state-wide  demonstration 
of  Type  II  reimbursement,  effective  July  1 ,  1980.  That 
waiver  request  was  granted  by  HCFA  contingent  on  the 
agreement  of  the  State  Medicaid  program.  However,  the 
State  Medicaid  program  informed  HCFA  it  did  not  want 
to  continue  to  participate  because  of  the  high  initial 
outlay  of  cash  required.  The  project  therefore 
terminated  in  1981. 

3.  Maryland  Health  Services  Cost  Review 
Commission 

The  Maryland  Health  Services  Cost  Review 
Commission  (HSCRC)  has  conducted  a  hospital 
prospective  payment  demonstration  with  Medicare  and 
Medicaid  participation  since  July  1977.  The 
demonstration  will  continue  until  June  30,  1983  to 
provide  operating  experience  for  further  development 
and  definitive  evaluation  of  the  system. 

The  Maryland  HSCRC  functions  as  a  public  utility 
commission  with  State-legislated  authority  to  ensure 
that  each  hospital's  total  costs  are  reasonably  related  to 
aggregate  costs  and  that  rates  are  set  equitably  among 
all  purchasers  of  service  without  undue  discrimination. 
Participation  in  the  project  is  mandatory  for  all  acute 
and  chronic  hospitals. 

The  Commission  may  devise  special  methods  for 
setting  rates,  but  in  general  uses  these: 

•  The  Rate  Review  System  establishes  average  rates 
for  the  hospital's  various  revenue  centers  as 
compared  to  similar  hospitals.  This  system  sets  initial 


base  rates  and  may  also  be  used  for  full  or  partial 
rate  determination. 

•  The  Inflation  Adjustment  System  (IAS)  applies  a 
formula  that  adjusts  the  last  approved  rates  for 
inflation  and  for  deviations  from  projected  volume 
and  revenue  levels.  This  system  is  used  unless  a  rate 
review  is  requested  and  is  the  method  most 
frequently  employed  to  adjust  rates. 

•  The  Guaranteed  Inpatient  Revenue  (GIR)  system 
provides  incentives  for  reducing  lengths  of  stay  and 
use  of  ancillary  services  but  can  be  applied  only  to 
large  hospitals  because  of  computational 
requirements.  It  imposes  an  additional  limit  on  a 
hospital's  average  revenue  per  inpatient.  This  is 
updated  periodically  for  changes  in  inflation,  volume, 
and  diagnostic  case-mix. 

The  project  produced  an  estimated  $5.2  million  in 
savings  for  Medicare  and  $8  million  for  Medicaid  during 
its  first  year.  In  the  second  year,  savings  were  an 
estimated  $17.6  million  for  Medicare  and  $12.1  million 
for  Medicaid.  Similar  savings  are  expected  in  the  third 
year. 

During  the  next  phase  of  the  project,  the  Maryland 
HSCRC  will  be  extending  its  activities.  New  tasks 
include  developing  a  simplified  GIR  system  to  apply  to 
small  hospitals,  setting  rates  for  chronic  hospitals, 
designing  a  standard  case  grouping  method,  studying 
end-stage  renal  disease  costs,  improving  primary  care 
and  financial  access  for  underserved  populations,  and 
formulating  rate  data  for  use  by  consumers,  health 
planners  and  hospital  managers. 

4.  Blue  Cross  Association:  MAXICAP 

A  HCFA  contract  with  the  Blue  Cross  Association 
(BCA),  which  ended  in  July  1979,  developed  a 
prototype  hospital  payment  system  in  the  Rochester- 
Finger  Lakes  region  of  New  York.  This  project  produced 
a  hospital  prospective  payment  system  that  would 
provide  a  single  area-wide  budget  for  hospital  care  for 
all  payers.  The  amount  of  payment  to  a  hospital  was  to 
be  linked  to  a  community  health  service  plan  developed 
cooperatively  by  the  participating  local  organizations.  It 
was  assumed  that  significant  cost  containment  could  be 
achieved  if  all  hospitals  in  the  community  stayed  within 
a  community  budget  (the  "cap")  rather  than  focusing 
efforts  on  the  costs  or  charges  of  a  single  institution. 

These  developments  led  to  the  implementation  of  two 
hospital  reimbursement  demonstrations:  the  Rochester 
Area  Hospitals  Corporation  and  the  Finger  Lakes  Area 
Hospitals  Corporation.  In  December  1979,  HCFA  agreed 
to  waive  Medicare  and  Medicaid  reimbursement 
procedures  to  allow  the  Rochester  Area  Hospitals 
Corporation  (RAHC)  to  conduct  an  eight-hospital,  area- 
wide  demonstration  program.  The  project,  known  as  the 
Rochester  Area  Hospital  Experimental  Payment 
Program  (HEP),  is  effective  from  January  1 ,  1980  to 
December  31 ,  1982.  The  Finger  Lakes  Area  Hospitals 
Corporation  added  eight  more  hospitals  to  the 
Experimental  Payment  Program  beginning  in  January 
1981  and  represents  the  rural  component  of  the 
MAXICAP  project. 


The  experiment  uses  a  prospective  payment  system 
which  includes  economic  incentives  to  individual 
hospitals  to  employ  their  facilities  and  services  in  the 
most  cost-effective  manner.  It  allows  them  to  share  in 
savings  in  the  total  payments  to  the  community's 
hospitals  for  all  patient  care.  Each  participating 
hospital's  revenue  for  three  years  is  guaranteed  at  a 
base  level,  calculated  primarily  from  the  hospital's  1978 
costs  and  adjusted  for  inflation.  An  additional  2  percent 
is  paid  to  RAHC  for  increased  hospital  services  to  a 
growing  and  aging  population,  new  and  improved 
medical  technology,  and  working  capital  for 
participating  hospitals. 

Thus  far,  this  program  indicates  that  changing  a 
hospital's  behavior  in  a  complex  organizational 
environment  relying  on  a  voluntary  effort  may  require 
longer  than  the  one  year  the  project  has  been  operating. 

5.  Connecticut  Commission  on  Hospitals  and 
Health  Care 

The  Connecticut  Commission  on  Hospitals  and 
Health  Care  (CHHC)  completed  a  HCFA  contract  on 
September  30,  1980  to  develop  a  new  methodology  for 
the  State's  hospital  budget  review  system.  The  contract 
called  for  delivery  of  a  predictive  inflation  formula, 
grouping  and  screening  procedures,  a  capital  project 
financial  feasibility  determination  process, 
fixed/variable  volume  controls,  payer  differentials,  an 
incentives  study,  and  a  system  for  automated  reporting 
and  monitoring. 

The  CHHC  is  an  independent  commission  of  17  part- 
time  members  established  by  State  law  in  1973  to 
control  hospital  budgets  and  issue  Certificates  of  Need 
for  hospital  capital  expenditures.  While  its  legislated 
jurisdiction  covers  only  charge-paying  purchasers  of 
care,  the  agency  indirectly  controls  hospital  revenue 
from  other  purchasers  through  authority  for  mandatory 
review  and  prospective  approval  of  uniformly  reported 
operating  and  capital  budgets. 

The  commission  reviews  proposed  budgets,  rates, 
and  charges  each  year  by  an  exception  process 
consisting  of  an  initial  screening  method  and  then,  if 
necessary,  a  negotiation  procedure.  Operating  budgets 
passing  the  "overall  test  of  reasonableness"  (CRT),  a 
multiple  screen  based  on  Commission  guidelines  for 
overall  budget  changes  from  the  base  (current)  year 
and  statutory  criteria,  are  approved.  Budgets  failing  the 
CRT  are  subjected  to  unit  cost  screens  (110  percent  of 
hospital  comparison  group  medians)  for  clustered 
departmental  cost  centers  and  then  for  departmental 
cost  centers  of  failed  clusters. 

The  lesser  of  the  initial  operating  budget  and  a 
budget  prepared  by  the  Commission  (with  amounts 
above  the  unit  cost  screens  excluded)  form  the  base 
year's  approved  budget.  Additional  reasonableness 
tests  are  applied  to  free  care,  settlement  allowances, 
working  capital,  bad  debts,  capital  expenditures,  and 
non-operating  income. 

The  resulting  budget  serves  as  a  basis  for  negotiation, 
with  the  outcome  being  an  approved  schedule  of 
charges  and  level  of  revenue  (total  revenue  less 


allowances  for  cost-based  payers).  If  subsequent,  actual 
revenue  varies  from  the  approved  revenue  total,  the 
difference  is  carried  forward  to  the  following  year. 

The  Commission  has  emerged  as  the  most  effective 
example  of  controlling  hospital  costs  by  regulating 
hospital  revenue  without  actually  setting  the  rates  to  be 
reimbursed  by  third-party  payers. 

6.  Massachusetts  Rate-Setting  Commission 

The  Massachusetts  Rate-Setting  Commission 
determines  reimbursement  rates  for  all  payers  using 
different  methodologies  for  each,  but  it  bases  its 
determinations  on  a  uniform  system  of  cost  reporting. 

Medicaid  rates  are  established  by  indexing  base  year 
costs  forward.  They  require  that  major  capital  costs  be 
approved  by  the  State's  certificate  of  need  grogram. 
Rates  are  determined  in  relationship  to  the  approved 
cost  base  that  results. 

Blue  Cross  rates  are  set  through  contracts  between 
Blue  Cross  and  the  hospitals.  The  rates  are  established 
following  an  analysis  of  incremental  cost  increases, 
volume  changes,  and  other  variables.  The  Commission 
determines  charge  payers'  rates  after  reviewing  total 
hospital  costs  and  sets  them  so  that  net  patient 
revenues  equal  the  hospital's  reasonable  financial 
requirements. 

HCFA  has  a  contract  with  the  Commission  to  develop 
a  hospital  data  information  system  and  analyze  the 
definitions  of  costs  and  revenues  in  other  major  cost 
containment  and  reimbursement  systems  in  the  United 
States.  Under  this  contract,  the  commission  has  refined 
its  hospital  inflation  index  and  revised  cost  categories 
and  associated  economic  change  indicators  to  better 
reflect  economic  conditions  in  the  Northeast.  The 
Commission  has  also  developed  a  projection 
methodology  to  establish  the  expected  rates  of  increase 
for  the  upcoming  fiscal  year.  It  has  developed  groups 
for  hospital  cost  comparisons  and  formed  linkages 
between  planning  and  rate-setting. 

Rates  for  charge  payers  are  also  controlled.  Under 
Chapter  409,  hospitals  are  required  annually  to  submit 
past,  current,  and  prospective  year  costs  so  the 
Commission  can  review  individual  budgets.  The 
Commission  has  adopted  a  reporting  manual  which 
allows  hospitals  to  report  cost  and  statistical  data  in  a 
uniform  manner.  In  general,  the  approval  process 
determines  reasonable  financial  requirements  for  a 
hospital  and  then  approves  a  set  of  charges  to  cover 
them. 

The  Commission  has  completed  its  refinement  of  its 
rate-setting  system.  However,  no  agreement  has  been 
reached  in  the  State  to  pursue  an  all  third-party  rate- 
setting  demonstration  program,  and  it  now  appears 
unlikely  that  the  Commission  will  request  Medicaid  or 
Medicare  waivers. 

The  program's  final  report  is  now  available. 

7.  Georgia  Department  of  Medical  Assistance 

HCFA  awarded  a  grant  to  the  Georgia  Department  of 
Medical  Assistance  in  1977  to  develop  a  Medicaid 
reimbursement  system  based  on  two  key  prudent  buyer 


concepts:  1)  refusal  to  pay  the  highest  prices  for  health 
care  services,  and  2)  cost  containment  incentives 
associated  with  provider  competition  and  prospective 
rates.  The  State  recommended  that  each  hospital 
submit  a  bid  representing  the  average,  all  inclusive 
charge  for  patients  treated  in  specific  patient  care 
centers  and  that  high-cost  providers  be  excluded  from 
the  Medicaid  program.  However,  excluding  certain 
hospitals  restrained  physician  practice  and  limited 
patient  access  to  care.  Georgia  decided  that  the 
prudent  buyer  approach  was  unworkable  and  began 
developing  an  alternative  approach. 

In  December  1978,  the  Department  received  a  two- 
year  grant  entitled  "A  Medicaid  and  Medicare 
Reimbursement  System  for  Georgia  Hospitals."  This 
system  identifies  providers  as  efficient  or  inefficient  and 
bases  the  reimbursement  rate  on  cost  per  case, 
adjusted  for  efficiency  incentives  or  inflation  penalties. 
Relative  efficiency  is  defined  according  to  the 
relationship  between  a  provider's  cost  per  case  and  the 
average  cost  per  case  of  its  peer  group.  The  Department 
has  created  peer  groups  using  diagnosis-related  groups 
(DRGs)  as  a  case-mix  variable  and  facilities 
characteristics  data  in  a  clustering  algorithm. 

Reimbursement  rates  are  determined  by  projecting 
the  provider's  cost  per  case  for  a  base  year  into  the 
reimbursement  year.  Adjustments  are  made  for 
inflation,  intensity,  and  efficiency.  Final  reimbursement 
also  permits  adjustments  for  case-mix  and  volume. 

The  system  was  implemented  state-wide  as  a  Medicaid 
demonstration  project  in  January  1981.  The  Department 
has  applied  for  a  Medicaid  waiver  and  will  follow  with  a 
request  for  a  Medicare  waiver  a  year  later.  The  State 
estimated  that  approximately  $.5  million  in  Medicaid 
savings  will  be  realized  in  1981 .  If  the  same  rate  of 
savings  holds  true  when  Medicare  is  included  in  the 
system  in  1982,  approximately  $3.9  million  in  Medicare 
and  Medicaid  payments  will  be  saved. 

8.  New  Jersey  Department  of  Health 

On  January  1 ,  1 980,  the  New  Jersey  State  Department 
of  Health  began  setting  hospital  rates  for  Medicare, 
Medicaid,  and  all  other  purchasers  of  care  with  a  new 
system  developed  under  an  earlier  demonstration 
contract  with  HCFA.  The  system,  establishing  rates  per 
case  for  diagnosis-related  groups  (DRGs),  was  phased 
in  at  26  New  Jersey  hospitals  in  1980  and  40  in  1981 , 
with  43  scheduled  in  1982.  HCFA  awarded  waivers  for 
Medicare  and  Medicaid  participation  through  1983. 
State  participation  was  authorized  by  the  New  Jersey 
legislature  in  1978  with  the  enactment  of  Senate  Bill 
446. 

The  New  Jersey  system  establishes  a  per  case  rate  of 

payment  specifically  for  the  diagnosis  of  each  hospital 

patient.  The  key  to  this  process  is  the  DRG  patient 

classification  method,  a  technique  devised  by  Yale 

University  for  categorizing  hospital  inpatients  into  383 

diagnostic  groups  that  are  medically  meaningful,  similar 

in  hospital  resource  consumption,  and  statistically 

stable. 
The  system  employs  a  formula  methodology  using 

uniformly  reported  hospital  financial  and  statistical  data 


and  claim/medical  discharge  abstracts  from  the  base 
year  to  set  rates  for  the  prospective  (rate)  year.  The 
procedure  begins  by  reapportioning  a  hospital's 
nursing,  ancillary,  and  general  service  cost  centers  to 
develop  a  base  year  direct  patient  care  cost  for  each 
inpatient  DRG  and  outpatient  category.  Each  inpatient 
DRG  unit  cost  is  "blended"  with  an  incentive  standard. 
These  unit  costs  are  then  adjusted  for  inflation  and 
multiplied  by  the  base  year  volume  to  yield  the  total 
direct  patient  care  costs. 

Individual  cost  centers  for  administrative,  educational. 
and  maintenance  services  are  also  screened  and 
adjusted,  then  divided  into  total  direct  patient  care  costs 
to  yield  an  indirect  cost  figure.  Other  financial  elements, 
such  as  uncompensated  care,  working  capital,  and  a 
capital  facilities  allowance  are  also  added  to  these  unit 
costs  as  percentage  markups. 

Direct  patient  care  costs  are  then  adjusted  for  the 
expected  volume  in  the  rate  year,  reaggregated  into 
revenue-producing  centers,  and  combined  with  the 
indirect  costs  and  financial  elements  to  yield  the 
revenue  budget.  A  schedule  of  charges  is  developed  to 
yield  revenue  equal  to  this  budget.  At  the  end  of  the  rate 
year,  a  reconciliation  procedure  will  reveal  any  over-  or 
under-collection  of  revenue  which,  with  interest,  will  be 
reflected  in  the  next  year's  rates. 

Experience  with  the  initial  26  hospitals  during  1980 
has  caused  many  refinements  in  the  rate  process  and 
the  incorporation  of  DRGs  into  the  program.  In  1981 ,  a 
uniform  claim  form  was  implemented.  Future 
developmental  plans  include  a  new  DRG  system  based 
on  charge  variations  and  ICD-9-CM  disease 
classifications  and  a  relative  intensity  measure  for 
nursing  costs.  New  Jersey  will  also  attempt  to  integrate 
utilization  review  and  certificate  of  need  with  case-mix 
rate-setting. 

C.  Case-Mix  Methods 


Hospital  reimbursement  systems  generally  have  two 
goals:  to  create  incentives  for  efficient  treatment  of 
patients  and  to  pay  hospitals  fairly  for  the  outputs  they 
produce.  Hospitals  treat  patients  for  a  wide  variety  of 
illnesses  and  conditions.  Patients  with  any  given 
problem  may  have  either  mild  or  severe  manifestations; 
they  may  have  multiple  conditions  on  admission  or 
suffer  a  complicating  condition  during  the  stay. 
Moreover,  they  may  be  treated  medically  or  surgically, 
and  surgical  treatment  may  involve  procedures  with 
different  levels  of  risk.  Finally,  the  nature  of  the  problem 
may  be  understood  only  partly  at  the  time  of  admission, 
requiring  both  diagnostic  and  therapeutic  procedures. 
On  the  other  hand,  it  may  be  fully  understood,  as  in  the 
case  of  elective  surgery. 

The  number  of  possible  combinations  of  diagnoses, 
procedures,  and  complications  and  admitting  status  is 
very  large.  The  number  of  combinations  that  occur  with 
significant  frequency,  however,  is  much  smaller.  Many 
of  these  combinations  are  similar  in  terms  of  the  quantity 
of  resources  required  in  diagnosis  and  treatment.  These 
facts  should  permit  payers  to  classify  hospital  cases 
into  a  manageable  number  of  categories  that  are 


reasonably  homogeneous  in  resource  use  and  cost. 

Yale  University  made  the  first  attempt  to  define  a  set 
of  reasonably  homogeneous  categories  suitable  for  use 
m  reimbursement.  This  effort  resulted  in  the  DRGs.  Yale 
researchers  developed  this  patient  classification 
scheme  using  data  from  a  half  million  discharge  records 
from  118  New  Jersey  hospitals  and  52,000  records 
from  South  Carolina  hospitals. 

1.  Yale  University  Studies  in  Case-Mix  and 
Reimbursement 

Yale  has  been  working  on  the  development  of 
reimbursement  methods  based  on  case-mix  for  several 
years.  This  effort  is  one  of  the  most  important  activities 
supported  by  HCFA.  The  Yale  project  has  been 
multifaceted,  including  development  of  DRGs, 
outpatient  care  case  groupings,  and  prospective 
payment  based  on  case-mix. 

Yale's  early  work  began  with  the  assignment  of  all 
diagnoses  into  83  mutually  exclusive  and  exhaustive 
categories  called  Major  Diagnostic  Categories  (MDCs). 
Guidelines  demanded  that  MDCs  be  clinically 
consistent;  they  had  to  have  a  sufficient  number  of 
patients  and  cover  the  complete  range  of  diagnosis 
classification  codes  without  overlap. 

The  independent  variables  used  to  split  the  MDCs 
were  intentionally  limited  to  those  patient  variables  that 
are  readily  available  on  most  discharge  abstracts,  such 
as  age,  sex,  primary  and  secondary  diagnoses,  and 
surgical  procedures.  This  process  resulted  in  a  set  of 
384  mutually  exclusive  and  exhaustive  categories. 

Under  a  grant  awarded  in  1979,  researchers  at  Yale 
developed  a  new  set  of  DRGs  using  ICD-9-CM  coded 
data  from  a  national  cross-section  of  hospitals.  The  ICD- 
9-CM  codes  were  assigned  to  24  MDCs  based  on  organ 
system  and  anatomical  site.  Although  homogeneity  with 
respect  to  length  of  stay  was  still  a  major  criterion  in 
defining  potential  DRGs  within  each  MDC,  a  major 
objective  in  this  effort  was  to  define  categories  that  are 
clinically  homogeneous.  That  is,  cases  within  any 
category  should  be  similar  in  terms  of  treatment  pattern 
and  length  of  stay. 

To  test  the  hypothesis  that  category  definitions  would 
be  consistent  across  regions,  the  classification  analysis 
was  repeated  on  regional  data  bases.  Furthermore,  a 
national  panel  of  physicians  representing  the  major 
specialty  societies  reviewed  the  group  definitions.  This 
project  was  completed  in  1981 . 

Yale  has  also  developed  and  tested  the  effectiveness 
of  this  system  as  a  means  of  hospital  budgeting  and 
cost  control  at  the  Yale-New  Haven  Hospital.  A  report 
on  the  development  of  DRGs  and  their  application  to 
case-mix  accounting  in  hospital  budgeting,  cost 
control,  and  prospective  reimbursement  appeared  as  a 
supplement  to  the  February  1980  issue  of  Medical  Care, 
Vol.  18,  No.  2,  "Case  Mix  Definition  by  Diagnosis- 
Related  Groups,"  Fetter,  Shin,  et  al. 

In  July  1976,  Yale  expanded  its  prospective 
reimbursement  system  to  include  outpatient  services. 
This  effort  required  the  development  of  a  classification 
system  to  divide  patients  into  groups  that  require  similar 
patterns  of  services  and  consume  similar  quantitites  of 


resources.  The  starting  point  for  the  formation  of  the 
groups  was  to  divide  entire  ranges  of  ICDA-8  into  14 
mutually  exclusive  and  exhaustive  major  ambulatory 
categories  (MACs).  The  choice  of  which  MAC  a  given 
primary  diagnosis  belongs  in  was  determined  by  the 
organ  system  it  predominantly  affects  or  the  specialist 
who  would  typically  provide  care.  Diseases  that  tend  to 
be  diagnosed  and  treated  in  similar  ways  by  similar 
specialists  were  aggregated  in  the  same  MAC, 
regardless  of  etiology.  In  addition,  every  diagnosis 
listed  in  ICDA-8  was  assigned  to  only  one  MAC. 

Once  all  diseases  were  classified  into  MACs,  it  was 
possible  to  begin  the  construction  of  ambulatory  patient 
groups  (APGs)  by  using  Autogroup's  clustering 
algorithm  to  determine  the  variables  that  might  be  of 
value  in  the  formation  of  the  APG.  For  each  MAC,  the 
clustering  algorithm  suggested  groupings  of 
observations  which  maximized  explained  variance  in 
the  value  of  the  dependent  variables  (diagnosis, 
presenting  problem,  etc.).  The  partitioning  process  was 
an  interactive  one  in  which  clinicians  relied  on  their 
medical  knowledge  to  make  judgments  on  the 
meaningfulness  of  the  recommendations  of  the 
clustering  algorithm.  APGs  were  created  only  if  they 
were  consistent  from  both  a  clinical  and  statistical 
perspective.  Variables  used  in  the  splitting  process 
included  age,  presenting  problem,  secondary  problem, 
primary  diagnosis,  the  presence  or  absence  of  a 
secondary  diagnosis,  visit  status,  reason  for  visit,  and 
use  of  psychotherapy.  The  154  APGs  that  resulted  from 
this  process  can  be  interpreted  from  a  medical 
perspective  and  are  similar  in  patterns  of  resource 
utilization.  Yale  has  submitted  a  report  to  HCFA 
describing  the  development  of  the  APGs  and  the 
definitions  of  each  of  the  154  resulting  ambulatory 
patient-related  groups. 

Many  Professional  Standards  Review  Organizations 
(PSROs)  have  already  explored  the  use  of  DRGs  to 
review  length-of-stay  and  treatment  patterns.  New  York 
and  Maryland  have  incorporated  the  DRG  concept  into 
their  hospital  cost  containment  programs,  and  both 
New  Jersey  and  Georgia  will  soon  be  incorporating 
DRG  methodologies  in  new  hospital  cost  containment 
programs.  At  the  Federal  level,  DRGs  are  being 
considered  for  incorporation  in  new  reimbursement 
procedures  for  acute  care  hospitals.  Given  the  current 
emphasis  on  hospital  cost  containment,  this 
development  contract  was  both  an  important  and  timely 
advancement  in  the  health  care  financing  field. 

2.  New  York  Case-Mix  Study 

In  February  1979,  HCFA  awarded  the  New  York  State 
Office  of  Health  Systems  Management  a  three-year 
grant  to  develop  a  prospective  reimbursement  system 
based  on  case-mix.  The  study  will  produce 
methodologies  for  measuring  the  complexity  of 
inpatient  caseloads  and  calculating  the  average  cost  per 
inpatient  case  based  on  the  Yale  DRGs.  The  study  will 
also  analyze  DRG  cost  differences  among  providers. 

During  the  first  phase  oT  the  study.  New  York 
developed  a  cost  allocation  methodology  for  converting 
patient  bills  to  a  cost  basis  and  procedures  for  linking 


bills  and  discharge  abstracts.  In  1979,  the  researchers 
merged  their  case-mix  system  with  their  state-wide 
reporting,  billing,  and  abstracting  system.  There  are 
currently  31  hospitals  in  the  sample,  which  represents  a 
cross-section  of  hospitals  in  the  entire  State.  In  1980, 
New  York  compared  its  data  with  Maryland  and  New 
Jersey  data,  focusing  on  questions  of  validity  of  case- 
mix  measures,  cost  variations  among  patients  of 
different  financial  classes,  and  fixed/variable  costs  in 
the  context  of  DRGs. 

The  project  has  been  instrumental  in  refining  the  New 
York  State  hospital  grouping  methodology  which 
permits  routine  and  ancillary  ceiling  adjustments.  The 
project  has  also  yielded  methods  to  evaluate  differences 
in  length  of  stay  between  the  facility  and  the  group  to 
which  it  is  compared  for  ceiling  purposes.  In  addition, 
the  study  has  contributed  to  the  refinement  of  the  New 
York  Medicaid  Alternative  State  Plan  for  1981 . 

3.  Measuring  the  Cost  of  Care  Using  Patient 
Management  Algoritlims 

HCFA  awarded  a  three-year  grant  to  Blue  Cross  of 
Western  Pennsylvania  (BCWP)  in  1978  to  identify 
clinically  homogeneous  patient  categories  and  to 
specify  the  treatment  strategies  applied  and  resources 
consumed  in  managing  the  patients  in  each  category. 
BCWP  has  departed  from  the  statistical  analysis 
approach  to  classifying  patients.  Using  a  physician 
panel,  BCWP  develops  a  priori  patient  management 
paths  for  selected  disease  categories,  incorporating  all 
probable  admission  states  and  final  diagnoses.  BCWP 
empirically  evaluates  the  paths,  using  Hospital 
Utilization  Project  data  from  80  western  Pennsylvania 
hospitals.  By  the  fall  of  1980,  the  project  had  defined 
24  disease  categories,  representing  about  50  percent  of 
the  admissions  of  the  study  hospitals.  The  disease 
categories  averaged  nine  paths  each.  In  conjunction 
with  this  project.  Blue  Cross  is  developing  a  method  to 
determine  detailed  costs  of  the  components  of  care  and 
lengths  of  stay  for  typical  patients  in  each  path. 


4.  Development  of  Iso-Cost  and  lso-Risl<  Groups 

Johns  Hopkins  University  and  the  Rockburn  Institute 
are  developing  two  prototype  patient  classification 
systems  using  data  from  Maryland  hospitals.  One 
system  consists  of  iso-cost  groups  for  reimbursement 
applications,  and  the  other  consists  of  iso-risk  groups 
that  would  permit  comparisons  of  mortality  rates  across 
hospitals. 

Researchers  are  using  physician  specialty  panels  to 
define  a  priori  splits  for  each  major  diagnostic  category 
based  on  differences  in  the  amount  of  resources  that 
the  physicians  estimate  would  be  used  in  treating  a 
typical  case  of  that  type.  They  then  test  these  splits 
statistically  using  the  Maryland  data  base. 

The  Hopkins-Rockburn  group  is  also  evaluating 
whether  incorporating  a  severity  measure  based  on 
medical  chart  review  would  improve  the  homogeneity  of 
the  iso-cost  groups. 


5.  Alternative  Case-Mix  Classification  Systems 
Study 

The  Commission  on  Professional  and  Hospital 
Activities  (CPHA),  under  contract  with  HCFA,  has 
compared  alternative  patient  classification  systems  that 
could  be  used  in  measuring  case-mix.  The  Major 
question  concerned  the  relative  explanatory  power  of 
different  classification  systems  in  measuring  case-mix. 
The  classification  systems  being  compared  included  the 
ICDA-8  DRGs,  the  Disease  Staging  groups  developed 
by  Gonnella  et  al.  and  the  List  A  cross  classification 
system  developed  and  used  by  CPHA.  Findings  from 
this  part  of  the  study  indicate  that  all  three  classification 
systems  are  roughly  equal  in  terms  of  accuracy  and 
explanatory  power. 

The  contract  will  also  address  two  other  questions. 
First,  does  a  hospital's  Medicare  case-mix  provide  a 
good  proxy  measure  of  its  overall  case-mix?  Second,  do 
economies  of  scale  exist  within  case  type  categories 
even  though  they  do  not  appear  to  exist  within  the 
hospital  as  a  whole?  This  project  will  be  completed  in 
late  1982. 


6.  Medicare  Case-Mix  Index 

There  is  widespread  interest  in  the  development  of  a 
measure  of  hospital  output.  Researchers  in  the  Office  of 
Research  and  Demonstrations  (ORD)  have  developed  a 
method  of  measuring  the  expected  cost  of  the  mix  of 
inpatient  cases  treated  in  a  hospital  (hospital  case-mix). 
The  method  is  based  on  a  set  of  homogeneous  groups 
of  patients,  defined  by  a  patient  classification  system 
and  a  set  of  estimated  relative  cost  weights 
corresponding  to  the  patient  categories.  This  approach 
is  applied  to  develop  a  summary  measure  (called  the 
Medicare  case-mix  index)  of  the  expected  relative 
costliness  of  the  mix  of  Medicare  patients  treated  in 
5,521  participating  hospitals. 

The  Medicare  case-mix  index  has  been  evaluated  by 
estimating  a  hospital  average  cost  function.  This 
provides  a  direct  test  of  the  hypothesis  that  the 
relationship  between  Medicare  case-mix  and  Medicare 
cost  per  case  is  proportional.  The  cost  function  analysis 
also  provides  a  means  of  simulating  the  effects  of 
classification  error  on  the  estimated  relationship. 
Results  indicate  that  this  general  approach  to 
measuring  hospital  case-mix  provides  a  valid  and  robust 
measure  of  the  expected  cost  of  a  hospital's  case-mix. 

D.  Alternative  Reimbursement  Models 

1.  Examination  of  the  Case-Mix,  Length  of  Stay, 
Costs,  and  Reimbursement  of  Rural  Hospitals 

The  purpose  of  this  1980  grant  to  the  University  of 
Iowa  is  to  learn  more  about  the  operation  of  rural 
hospitals  and  to  determine  whether  case-mix 
reimbursement  methodologies  are  appropriate  in  this 
setting.  The  study  will  determine  how  patient, 
community,  and  hospital  characteristics  influence 
variations  in  rural  hospital  costs,  case  complexity,  and 


length  of  stay.  In  addition,  it  will  evaluate  the  use  of 
DRG-based  reimbursement  methods  in  light  of  the 
prevalence  of  patient  referrals  in  rural  hospitals. 

This  study  is  divided  into  three  phases.  In  Phase  I,  the 
study  team  will  develop  a  group  of  rural  hospitals  with 
stable  lengths  of  stay  and  determine  whether  DRGs  are 
applicable  to  them.  In  Phase  II,  the  team  will  develop 
measuase-mix  complexity  and  cost  and  explain  how 
they  vary  among  rural  hospitals.  In  Phase  III,  the  team 
will  simulate  the  impact  of  prospective  reimbursement 
systems  using  DRGs  that  have  been  partitioned  both 
with  and  without  patient  referrals. 

The  study  team  will  use  data  from  patient  abstracts  in 
98  Iowa  hospitals.  Medicare  and  Medicaid  patient  bills 
provided  by  Blue  Cross  of  Iowa,  and  a  questionnaire 
that  surveys  these  hospitals.  The  questionnaire 
determines  case-mix  complexity,  patterns  of  length  of 
stay,  and  variations  in  costs  of  care.  The  study  of  Iowa 
hospitals  is  important  to  HCFA  because  it  will  provide  a 
better  understanding  of  DRG-based  reimbursement  in 
rural  settings,  where  limits  may  need  to  be  designed  to 
reflect  patient  referral  status.  In  addition,  the  study  will 
determine  the  influence  of  Iowa's  large  Medicare  patient 
load  on  hospital  performance. 

The  study  will  continue  through  1982. 

2.  Hospital  Classification  Systems 

Equitable  comparisons  among  hospitals  presuppose 
that  they  are  similar  in  volume  and  mix  of  outputs  and  in 
conditions  of  the  local  economic  environment.  Since 
1976,  ORD  has  had  a  contract  with  the  University  of 
Washington  to  develop  and  test  methods  of  empirical 
classification  of  hospitals. 

The  goal  of  classification  analysis  is  to  group 
hospitals  to  maximize  homogeneity  within  groups  and 
heterogeneity  between  groups.  This  research  will 
resolve  a  number  of  crucial  questions: 

•  How  can  homogeneity  among  hospitals  be  precisely 
and  mathematically  defined? 

.  How  many  hospital  groups  should  there  be? 

•  How  can  we  determine  the  relative  importance  of  the 
different  dimensions  of  hospital  similarity? 

•  How  should  the  trade-off  between  the  number  of 
groups  and  overall  homogeneity  be  made? 

•  How  can  resultant  clusters  be  validated? 
The  first  phase  of  this  project  concentrated  on 

developing  and  validating  cluster  analysis  methods  of 
classifying  hospitals.  HCFA  has  published  the  results  of 
this  effort. 2  The  second  phase  of  the  study  assesses  the 
sensitivity  of  the  results  to  the  substitution  of  direct 
measures  of  hospital  case-mix  for  proxy  measures.  The 
study  was  completed  in  1981. 

3.  Hospital  input-Output  Model 

ORD  has  developed  an  input-output  model  based  on 
Medicare  Cost  Reports  submitted  by  hospitals.  These 


^HCFA,  Health  Care  Financing  Administration  Research  and 
Demonstration  Reports,  Report  No.  10,  "A  Study  of  the 
Classification  of  Hospitals  for  Prospective  Reimbursement," 
NTIS  No.  PB295986/AS,  1979. 


data,  reflecting  dollar  amounts  shown  on  cost 
statements,  provide  the  basis  for  the  development  of 
technical  coefficients  of  production  which  relate  the 
input  of  resources  to  the  output  of  services  provided  to 
patients. 

Derived  from  the  Leontief  input-output  approach,  the 
model  should  permit  projections  of  the  impact  on 
hospital  costs  of  increased  salaries  and  material  prices 
and  shifts  to  greater  reliance  on  outpatient  services.  It 
will  allow  estimates  of  the  extent  to  which  input 
components  can  or  should  be  changed  to  increase 
output  levels.  It  will  also  predict  maximum  feasible 
output. 

The  model  will  also  be  able  to  predict  the  effect  of 
changes  in  the  quantity  of  manpower,  equipment,  and 
facilities  to  produce  a  new  final  product  of  hospital  care, 
if  the  level  and  composition  of  different  services  are 
changed. 

E.  Financially  Troubled  Hospitals 
1.  Special  Solicitation 

On  August  29,  1980,  HCFA  published  a  special  grants 
solicitation  in  the  Federal  Register.  It  requested 
applications  from  State  Medicaid  agencies  for 
demonstration  projects  to  improve  the  efficiency  of 
services  and  management  in  financially  troubled 
hospitals  in  medically  underserved  rural  and  inner  city 
areas,  so  that  they  could  better  serve  the  Medicare, 
Medicaid,  uninsured,  and  inadequately  insured 
populations. 

The  deteriorating  financial  situation  faced  by  some 
hospitals  may  jeopardize  access  to  care  for  the  people 
in  their  communities,  especially  in  situations  in  which 
these  hospitals  represent  the  only  source  of  medical 
care  for  a  community.  In  many  cases,  the  shortage  of 
office-based  physicians  and  other  organized  primary 
care  systems  in  underserved  areas  often  forces 
hospitals  to  act  as  the  primary  care  physicians  in  their 
communities.  They  are  also  major  sources  of 
employment  and  upward  mobility  for  community 
residents. 

While  a  purpose  of  the  demonstration  projects  is  to 
preserve  access  to  necessary  care,  HCFA  also  has  a 
responsibility  to  pursue  efficient,  cost-effective  health 
care  systems.  Therefore,  the  projects  will  provide 
information  that  will  enable  HCFA  to  determine  the  cost 
of  removing  Medicaid  categorical  restrictions, 
determine  the  cost-effectiveness  of  alternate  payment 
methods,  and  compare  the  effectiveness  of  alternate 
configurations  of  services  or  facilities. 

The  demonstrations  will  test  the  validity  of  several 
assumptions: 

•  Access  to  and  quality  of  health  care  can  be 
improved  by  restructuring  the  health  care  delivery 
system. 

•  The  effectiveness  of  current  programs  and  facilities 
can  be  improved. 

•  Excess  capacity  and  duplication  of  services  can  be 
eliminated  without  adversely  affecting  access  to 
needed  health  care,  thus  reducing  overall  per  capita 
health  costs. 


•  Reimbursement  can  include  incentives  for  more 
efficient  hospital  services  and  management. 

•  Investing  in  a  system  of  Medicaid  eligibility 
determinations  for  all  potential  eligibles  and 
engaging  in  reasonable  efforts  to  ensure  maximum 
collections  from  self-pay  patients  can  be 
cost-efficient. 

.  Providing  Medicaid  eligibility  to  the  poor  who  are 
not  categorically-related  is  less  costly  per  case  than 
care  to  families  with  dependent  children  (AFDC). 
.  The  hospital  or  network  of  facilities  assuming  the 
role  of  family  physician  can  attract  patients  with 
third-party  coverage  and  alternate  available  sources 
of  care. 
HCFA  received  59  applications  from  18  States 
involving  approximately  160  hospitals  and  awarded  five- 
year  grants  to  the  following  agencies.: 

.  California  Department  of  Health  Services,  Los 
Angeles  County— USC  Medical  Center 

•  Florida  Department  of  Health  and  Rehabilitative 
Services,  University  Hospital  of  Jacksonville 

•  Massachusetts  Department  of  Public  Welfare, 
Boston  City  Hospital. 

2  Metropolitan  Comprehensive  Care 

The  Metropolitan  Comprehensive  Care  Program 
(MCCP)  tests  a  new  financing  method  and  a  new  health 
care  delivery  role  for  municipal  hospitals.  This 
demonstration  focuses  on  all  members  of  the  East 
Harlem,  New  York  community.  It  is  a  five-year  program 
based  at  Metropolitan  Hospital  which  will  provide 
coverage  to  a  maximum  of  17,100  poor  and  near  poor 
residents  of  the  community  who  are  currently  ineligible 
for  Medicaid  coverage. 

MCCP  consists  of  several  related  components, 
yielding  a  coordinated  case  management  system  which 
will  evolve  into  a  health  maintenance  organization 
(HMO).  At  the  same  time,  the  demonstration  will 
improve  access  to  primary  care  for  the  medically 
indigent  and  improve  the  Medicaid  eligibility 
determination  process  to  ensure  that  all  eligible  persons 
obtain  coverage  under  existing  programs.  The 
components  include  an  on-site  eligibility  process  and 
screening  system,  enrollment  in  the  Metropolitan  Case 
Management  System  which  will  eventually  become  the 
HMO,  improved  management  of  Metropolitan  Hospital, 
linkage  with  the  Medicaid  Management  Information 
System  (MMIS),  and  the  ultimate  development  of  an 
HMO. 

3.  Bedford-Stuyvesant/Crown  Heights 
Demonstration  Project 

The  Bedford-Stuyvesant/Crown  Heights 
Demonstration  Project,  operated  under  the  auspices  of 
the  New  York  State  Department  of  Social  Services,  was 
the  first  of  the  financially  troubled  hospitals  projects. 
This  three-year  project  began  in  the  fall  of  1979. 

The  demonstration  enables  Medicare  and  Medicaid  to 
test  new  strategies  to  reimburse  proportionate  shares  of 
costs  of  uncompensated  care.  These  costs  have 
historically  been  passed  on  to  private  pay  or  full  charge 
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paying  patients  or  absorbed  by  the  facilities  providing 
health  care  services,  thus  contributing  to  large  deficits 
in  hospitals  located  in  economically  disadvantaged 
areas.  The  project  also  tests  whether  the  proposed 
reimbursement  changes  will  promote  greater  access 
and  incentives  to  use  ambulatory  care  services  rather 
than  the  more  expensive  inpatient  care.  Elimination  of 
excess  capacity  and  duplicated  services  is  expected  to 
reduce  overall  per  capita  health  costs  without  adversely 
affecting  access  to  care. 

Restructuring  the  health  care  delivery  system  will  also 
improve  the  quality  of  care.  During  the  first  year,  New 
York  developed  an  annual  health  plan  to  measure  the 
attainment  of  the  goals  and  objectives  for  the  second 
year.  At  the  conclusion  of  the  demonstration,  in  the  fall 
of  1982,  a  final  report  will  give  a  detailed  account  of  the 
project. 

F.  Hospital  Closures  and  Conversion 

During  the  past  decade,  excess  hospital  capacity  has 
been  linked  with  the  spiraling  cost  of  health  care  in  the 
United  States.  Over  the  past  several  years  the  cost  of 
health  care  has  escalated  at  an  alarming  rate,  far 
exceeding  the  overall  rate  of  inflation.  Approximately 
130,000  unnecessary  beds  exist  in  the  U.S.  due  to  a 
number  of  factors,  including  the  lack  of  effective  health 
care  planning  and  the  growth  of  private  and  public 
third-party  health  insurance.  This  excess  contributes 
significantly  to  medical  cost  escalation  while  producing, 
at  most,  marginal  benefits  to  the  health  of  the  American 
People. 

Reduced  hospital  capacity  leads  to  reduced  health 
care  costs  in  two  important  ways — by  requiring 
reductions  in  use  of  inpatient  services  and  by  making  it 
possible  for  inpatient  services  to  be  provided  in  a  more 
cost-efficient  manner.  The  decreased  usage,  a 
consequence  of  the  tighter  bed  supply,  can  take  the 
form  of  shorter  hospital  stays,  less  use  of  costly 
inpatient  facilities  for  services  which  can  be  performed 
on  an  outpatient  basis,  and  fewer  inpatient  procedures 
which  are  medically  unnecessary. 

Thus,  the  crucial  question  regarding  excess  hospital 
capacity  is  not  whether  it  should  be  reduced,  but  how 
The  practical  problems  that  may  impede  or  frustrate 
efforts  to  reduce  excess  hospital  capacity  include  a 
broad  array  of  social,  political,  professional,  legal,  and 
financial  considerations.  HCFA  supports  efforts  to 
eliminate  or  convert  excess  capacity,  and  ORD  is 
sponsoring  several  demonstrations  in  this  area.  Of 
particular  interest  is  whether  the  use  of  Medicare 
reimbursement  policies  to  encourage  reductions  will 
result  in  lower  net  costs  to  the  Medicare  program. 

1.  Michigan  Bed  Reduction  Program 

The  Michigan  Bed  Reduction  Program  is  a  State 
program  to  help  slow  the  increase  in  health  care  costs. 
In  1977,  the  Michigan  Health  Care  Cost  Containment 
Coalition  was  formed  to  reduce  excess  hospital 
capacity.  This  coalition,  composed  of  representatives 
from  the  major  automobile  companies,  the  legislature, 
Blue  Cross  and  Blue  Shield  of  Michigan,  and  other 


organizations,  persuaded  the  Michigan  legislature  to 
pass  a  bill  which  established  a  mechanism  for 
eliminating  such  excess. 

Six  health  systems  agencies  with  excess  beds  were 
required  to  develop  annual  hospital-specific  bed 
reduction  plans  that  should  eliminate  over  3,400  beds 
over  the  next  five  years.  A  Governor's  Task  Force 
established  by  the  legislature  to  determine  how  to 
proceed  with  the  reduction  has  issued  its  final  report. 

In  December  1979,  HCFA  awarded  a  grant  to  the 
Michigan  Department  of  Management  and  Budget  to 
help  provide  staff  support  for  the  Task  Force  and 
successor  organizations  and  to  help  finance  the 
employee  placement/retaining  program.  The  State  has 
requested  waivers  of  selected  Medicare  cost 
reimbursement  policies  which  create  barriers  to  hospital 
capacity  reduction. 

2.  California  Excess  Hospital  Reduction  Program 

In  September  1980,  California's  Office  of  Statewide 
Health  Planning  and  Development  began  work  under  a 
HCFA  grant  on  a  21-month  program  to  reduce  hospital 
capacity  in  the  State.  California  has  more  than  600 
hospitals  and  80,000  acute  care  beds;  health  planners 
believe  that  only  three-fourths  of  these  are  needed. 

The  three  objectives  for  the  first  year  of  the  program 
were  to  develop  a  methodology  for  identifying  excess 
capacity,  estimate  the  extent  and  costs  of  the  excess 
capacity,  and  assess  the  costs  and  benefits  of  strategies 
for  reduction. 

The  State  used  cost  function  analyses  and  screens  to 
estimate  optimum  utilization  rates  and  other  measures 
for  California  hospitals.  The  first  year's  work  also 
included  preliminary  evaluations  of  alternative 
approaches  to  capacity  reduction,  including  retirement 
of  individual  beds,  services,  or  entire  hospitals  and 
placing  a  moratorium  on  expansion,  modernization,  or 
new  hospital  construction. 

G.  Information  Development  and 
Dissemination 

HCFA  is  sponsoring  activities  to  further  both  public 
and  HCFA  knowledge  of  hospital  costs.  This  knowledge 
includes  economic  behavior  of  hospitals,  the  role  of 
specific  hospital  activities  in  containing  costs,  and  other 
nations'  experiences. 

1.  National  Conference  of  State  Legislatures 

HCFA  is  sponsoring  efforts  by  the  National 
Conference  of  State  Legislatures  (NCSL)  to  assist  state 
legislators  and  their  staffs  in  developing  health  care 
financing  and  cost  containment  activities. 

With  HCFA  grant  support,  NCSL  publishes  State 
Health  Notes,  a  health  care  newsletter  distributed  to 
1,500  State  legislators  and  other  officials,  and  Sfafe 
Legislatures,  NCSL's  official  journal,  which  has  a 
readership  of  12,000.  The  group  organizes  national, 
regional,  and  State  conferences,  as  well  as  seminars 
and  meetings  on  health  care  financing  for  legislators 
and  their  staffs.  In  fiscal  year  1980,  NCSL  held  a 
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national  conference  in  New  Orleans  as  well  as  several 
regional  conferences. 

The  national  conference  serves  as  a  clearinghouse  for 
information  on  State  and  Federal  health  care  financing 
developments  and  innovations.  It  also  furnishes  on-site 
technical  staff  assistance  when  requested.  In  1980,  the 
group  provided  technical  assistance  in  response  to  over 
200  requests  from  45  States  and  territories. 

During  fiscal  year  1981,  the  focus  has  been  on 
informing  newly-elected  State  legislators  about  health 
care  issues  and  providing  intensive  technical  assistance 
to  specific  States,  NCSL  held  a  national  conference  on 
controlling  Medicaid  costs  and  four  two-day  single 
State  health  care  financing  clinics  in  1981. 

2.  American  Hospital  Association  Date  Base 
Development 

The  American  Hospital  Association  (AHA)  completed 
a  contract  in  1980  to  improve  the  quality  and  quantity  of 
hospital  data  in  three  ways: 

•  It  provided  HCFA  with  financial  and  utilization 
survey  data  for  approximately  1,800  U.S.  hospitals 
(the  monthly  AHA  Hospital  Indicator  Panel).  The 
average  response  rate  for  the  Panel  survey  was  70 
percent. 

•  It  conducted  a  wage  survey  feasibility  study  to 
determine  the  responsiveness  of  hospitals  in 
providing  occupational  wage  data.  The  response 
rate  for  the  wage  survey  was  only  48  percent.  Only 
26  percent  of  the  responding  hospitals  indicated  a 
willingness  to  complete  the  questionnaires  on  a 
monthly  basis. 

•  It  conducted  a  quarterly  survey  on  hospital  capital 
spending  and  on  hospitals'  investment  intentions 
for  calendar  years  1978  and  1979.  The  AHA 
completed  the  survey  and  has  now  incorporated  a 
capital  expenditure  section  into  its  Annual  Survey 
of  Hospitals. 

In  1980,  HCFA  awarded  AHA  a  contract  to  provide 
hospital  financial  and  utilization  data  for  cost 
monitoring  and  economic  research.  This  contract  will 
aid  HCFA  in  monitoring  hospital  costs  and  capital 
expenditures  and  in  undertaking  research  on  hospital 
cost  inflation  by  ensuring  continued  access  to  the  most 
recent  data  available  on  hospital  costs. 

3.  Hospital  Cost  Inflation  Study 

In  October  1978,  HCFA  awarded  Vanderbilt  University 
a  three-year  grant  to  study  the  role  of  the  physician  in 
hospital  cost  inflation  and  the  effects  of  unions  on 
hospital  wage  rates  and  costs.  The  first  aspect  of  the 
project  will  1)  examine  generally  the  relationships 
between  physician  market  and  hospital  medical  staff 
characteristics  and  between  hospital  utilization  and  cost 
measures,  and  2)  examine  the  relationship  between 
hospital-based  physician  arrangements  and  hospital 
performance,  emphasizing  the  use  and  cost  of  ancillary 
services.  Analyzing  the  effects  of  unions  in  hospitals, 
will  determine  how  unions  might  have  contributed  to 
hospital  inflation. 

The  project  uses  several  data  sources:  the  AHA 


survey,  Hospital  Administrative  Services,  Professional 
Activities  Studies,  and  hospital  wage  and  benefit 
surveys  conducted  by  Vanderbilt.  Econometric 
techniques  will  help  to  develop  models  for  testing  the 
various  effects. 

Vanderbilt  has  reported  on  the  internal  organization 
of  hospitals,  the  compensation  of  hospital-based 
physicians,  the  determinants  of  hospital  case-mix,  and 
regulatory  approaches  to  containing  hospital  costs. 

4.  Diffusion  of  Medical  Technologies  by  Hospitals 

HCFA  awarded  a  three-year  grant  to  the  Urban 
Institute  in  October  1978  to  investigate  the  impact  of 
various  methods  of  reimbursement,  particularly 
prospective  reimbursement,  on  the  diffusion  of  new 
medical  technologies  by  hospitals.  The  study 
determined  how  changes  in  reimbursement  methods 
would  affect  hospital  administrators'  decisions  to  adopt 
new  technologies.  It  also  attempted  to  learn  whether 
policymakers  should  choose  reimbursement  reform  to 
direct  regulation  to  control  the  adoption  of  new 
technologies. 

The  AHA  conducted  the  first  part  of  the  study  in  1979 
under  contract  with  the  Urban  Institute.  The  AHA 
surveyed  over  700  community  hospitals  in  six  States  to 
determine  how  third-party  reimbursement  for  inpatient 
care  affects  the  ability  of  hospitals  to  invest  in  new 
medical  technologies.  The  survey  had  a  response  rate 
of  almost  70  percent. 

The  second  part  of  the  study  empirically  analyzed 
how  a  sample  of  hospitals  in  each  of  the  six  States 
adopted  six  rigorously  defined  technologies.  The 
researchers  also  used  AHA  data  tapes  and  local  files  for 
the  study  States.  The  technologies  selected  for  case 
studies  were:  automated  bacterial  susceptibility  studies, 
volumetric  infusion  pumps,  automated  centralized 
energy  management  systems,  computerized  arrhythmia 
monitoring  systems,  electronic  fetal  monitoring,  and 
upper  gastrointestinal  endoscopy.  The  three 
experimental  States  chosen  for  the  study  of  these 
technologies  were  upstate  New  York,  Maryland,  and 
Indiana;  the  three  control  States  were  Ohio  (excluding 
Blue  Cross  of  Southwest  Ohio),  Pennsylvania 
(excluding  Blue  Cross  of  Western  Pennsylvania),  and 
Missouri  (excluding  Blue  Cross  of  Kansas  City). 

A  final  report  was  completed  in  1981. 

5.  Hospital  Energy  Conservation  and 
Reimbursement  for  Investments 

To  encourage  hospitals'  own  efforts  to  restrain  their 
costs,  HCFA  awarded  a  grant  in  1980  to  Blue  Cross  of 
Greater  Philadelphia  to  implement  a  17-month  demon- 
stration project  to  do  two  things:  analyze  possibilities  to 
contain  hospital  operating  costs  through  energy 
conservation  and  investigate  alternative  strategies  for 
reimbursement  for  capital  investments  in  energy 
programs.  The  project  was  sponsored  by  the 
Philadelphia  Area  Hospital  Energy  Conservation 
Committee  (PAHECC),  with  representatives  from  Blue 
Cross,  Delaware  Valley  Hospital  Council,  Philadelphia 
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Council  AFL-CIO,  Greater  Philadelphia  Chamber  of 
Commerce,  and  the  HCFA  Regional  Office. 

This  project  was  preceded  by  a  three-year, 
communitywide  program  to  identify  energy  cost 
reductions  by  implementing  operations  and 
maintenance  procedures  requiring  minimal  capital 
investment.  During  this  project  engineers  studied 
energy  consumption  patterns  in  59  hospitals,  evaluated 
the  savings  from  the  earlier  program,  and  recommended 
the  most  cost-effective,  capital  investment  measures  for 
reducing  energy  use.  These  recommendations  could 
range  from  a  major  replacement  of  the  entire  heating 
system  to  a  minor  change  in  the  burner  unit.  The 
grantee  has  completed  Energy  Data  Reports,  a 
summary  and  analysis  of  energy  consumption  for  each 
hospital  for  several  years.  Capital  Investment  Reports, 
which  will  identify  for  the  hospital  administration  those 
capital  options  that  provide  the  greatest  cost  savings, 
are  currently  in  progress. 

6.  Foreign  Hospital  Reimbursement  Systems 

The  objective  of  this  three-year  grant  to  Columbia 
University  was  to  study  methods  of  reimbursing 
hospitals  under  national  health  insurance  in  six  foreign 
countries:  Switzer-land,  the  Netherlands,  France, 
Canada,  Great  Britain,  and  West  Germany. 

Columbia  analyzed  the  issues  most  relevant  to  the 
planning  and  design  of  hospital  financial  systems  in  the 
United  States,  comparing  the  foreign  experiences  to 
various  cost  containment  approaches  in  this  country. 
The  project  staff  interviewed  foreign  program  officials 
and  their  American  counterparts  on  the  State  level, 
especially  in  the  financial  areas  of  budget  review  and 
prospective  rate-setting  programs.  They  then  composed 
monographs  describing  how  hospitals  are  paid  in  each 
country.  The  project  also  yielded  several  papers 
summarizing  some  preliminary  conclusions  about 


foreign  health  care  systems  and  health  politics.  The 
study  was  completed  in  1981. 


7.  Allocation  of  Resources  in  the  British  National 
Health  Service 

In  1980,  HCFA  awarded  a  grant  to  the  Brookings 
Institution  to  examine  the  way  investment  decisions  are 
made  when  the  British  National  Health  Service  limits 
expenditures  for  medical  care.  The  study  describes  the 
factors  that  influence  the  allocation  of  scarce  resources 
for  three  classes  of  technology:  lifesaving,  improving 
the  quality  of  life,  and  diagnostics.  It  will  determine 
what  fraction  of  the  demand  for  several  specific 
technologies  was  satisfied  and  why.  The  United  States 
may  have  to  limit  health  expenditures  in  the  future,  and 
the  British  experience  may  provide  important  lessons  in 
dealing  with  scarce  resources. 

The  study  team  has  completed  three  of  the  project's 
four  phases.  In  Phase  I,  the  team  visited  British  officials 
and  found  that  a  great  deal  of  statistical  information  was 
available  and  that  experts  in  the  national  health  sector 
were  willing  to  cooperate  in  the  research  effort.  In 
Phase  II,  researchers  analyzed  the  preliminary  data  to 
define  the  investments  in  each  technology  and  to 
identify  where  the  data  base  was  deficient.  In  Phase  III, 
they  returned  to  Britain  to  gather  more  detailed 
epidemiological  and  expenditure  data  and  information 
on  the  decision-making  process  of  resource  allocation. 
They  acquired  the  statistical  data  from  the  Department 
of  Health  and  Social  Security  and  the  process 
information  from  the  literature  and  personal  interviews. 
The  study  is  currently  in  Phase  IV,  in  which  the 
researchers  are  conducting  further  analysis  and  writing 
their  results  for  a  final  report  and  a  summary  journal 
article.  These  should  be  completed  by  October  1982. 
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CHAPTER  II 
Long-Term  Care 


A.  Introduction 


Medicaid  and  Medicare  are  the  principal  sources  of 
funding  for  long-term  care  in  the  United  States.  The 
primary  types  of  care  reimbursed  by  these  programs  of 
the  Health  Care  Financing  Administration  (HCFA)  are 
skilled  nursing  facilities  (SNFs),  intermediate  care 
facilities  (ICFs),  and  home  health  services.  These 
programs  spent  an  estimated  $12.3  billion  in  Federal 
and  State  funds  for  long-term  care  in  fiscal  year  1980. 
The  Medicaid  program  financed  the  greatest  part  of 
these  expenditures,  with  Federal  and  State  payments  of 
over  $10.7  billion  for  SNF  and  ICF  services  and  an 
estimated  $341  million  for  home  health  care  services. 
The  Medicare  program  spent  approximately  $380 
million  for  SNF  services  and  $748  million  for  home 
health  services  in  fiscal  year  1980. 

.  Community  Service  and  Organization— This 
includes  projects  testing  the  organization  and 
delivery  of  long-term  care  services,  management  of 
services  by  providers,  new  configurations  of 
services  and  settings,  payment  methods,  and 
management  of  individual  care  regimens. 

•  Resources  and  Needs  of  Individuals — Activities  in 
this  area  seek  service  packages  to  match  individual 
needs,  as  well  as  determining  what  factors  define 
individual  needs.  For  example,  HCFA  supports 
analyses  of  the  relationship  between  family  roles 
and  publicly  provided  services;  of  the  uses  of  home- 
based  care;  and  of  family  attitudes  toward  caring 
for  elderly  relatives.  In  addition,  HCFA  sponsors 
studies  of  demographic  issues  to  predict  future 
long-term  care  needs. 

•  Reimbursement  Changes  and  Economic  Issues — 
Demonstration  projects  include  innovative 
reimbursement  methods  that  test  new  ways  to  pay 
providers  and  promote  cost-efficient  provision  of 
services.  Innovations  include  experimenting  with 
variations  of  health  maintenance  organizations  to 
determine  whether  a  health  care  capitation  program 
can  incorporate  sufficient  social  services  to 
maintain  patients  in  community  settings.  HCFA  also 
supports  economic  analyses  of  provider  types,  the 
influences  of  funding  patterns  on  the  availability 
and  uses  of  long-term  care  services,  and  cost 
containment  methods. 

•  Quality  and  Regulation— Studies  of  the 
relationships  of  levels  of  care  and  quality  to 
reimbursement  and  regulatory  systems  determine 
the  influences  of  patient  mix  and  reimbursement  on 
quality.  HCFA  funds  de-monstrations  of  the  impact 
of  changes  in  current  methods  of  surveying  and 
regulating  nursing  home  care. 

B.  Community  Care  Systems 

Alternative  long-term  care  systems  in  the  community 
generally  combine  innovative  approaches  to 


organization  and  delivery  of  services  with  alternative 
service  packages.  These  community  care  systems  are 
designed  to; 

•  eliminate  unneeded  or  unwanted  reliance  on 
institutional  care 

.  provide  a  comprehensive  and  coordinated  package 
of  services 

•  establish  methods  of  assessing  overall  client  needs 
and  planning  care 

•  provide  case  management  services  to  aid  in 
delivering  a  complex  package  of  services 

•  keep  people  at  home  as  much  as  possible 

•  re-orient  public  expenditures  to  maximize  economy 
and  efficiency. 

HCFA  has,  over  the  past  several  years,  supported 
several  projects  designed  to  experiment  with  alternative 
methods  of  achieving  the  above  goals. 

1.  Monroe  County  Long-Term  Care  Program 
(New  York) 

The  New  York  State  Department  of  Social  Services  is 
conducting  a  demonstration  project  under  the  authority 
of  Section  1 115  of  the  Social  Security  Act,  with  the 
Monroe  County  Long-Term  Care  Program,  Inc. 
(MCLTCP).  The  project  demonstrates  alternative 
approaches  to  delivering  and  financing  long-term  care 
to  the  county's  adult  disabled  and  elderly  Medicaid 
population.  In  addition,  the  program  has  been  granted 
Section  222  authority  to  provide  case  management  and 
patient  assessment  services  to  Medicare  beneficiaries 
who  need  long-term  care. 

The  project  has  developed  the  Assessment  for 
Community  Care  Services  (ACCESS)  model  as  a 
centralized  unit  responsible  for  all  aspects  of  long-term 
care  for  Monroe  County  Medicaid  clients  18  years  of 
age  or  older  who  need  such  care.  ACCESS  staff 
members  assess  client  needs,  assist  in  planning  and 
obtaining  community  or  institutional  services,  and 
monitor  the  appropriateness  of  the  services.  All  long- 
term  care  services  provided  under  Medicaid  in  the 
county  must  be  coordinated  with  the  ACCESS  unit  for 
the  provider  to  be  reimbursed.  In  addition,  Medicaid 
waivers  permit  services  such  as  friendly  visiting,  home 
maintenance,  transportation,  and  respite  care.  Private 
pay  patients  may  also  use  ACCESS  services. 

Medicare  beneficiaries  are  also  eligible  for  certain 
aspects  of  the  ACCESS  program.  The  waived  Medicare 
services  under  this  demonstration  include  client  intake 
and  assessment,  non-institutional  SNF  services, 
financial  counseling,  in-home  architectural  review,  and 
transportation.  ACCESS  furnishes  extended  care  in 
participating  SNFs  if  the  patient  requires  daily  skilled 
nursing  or  other  skilled  rehabilitation  services  which 
can  only  be  provided  in  an  SNF  on  an  inpatient  basis. 
The  post-hospital  Medicare  requirements  for  SNF  care 
and  Part  A  home  health  care  are  also  waived. 

Client  assessments  are  recorded  on  the  Preadmission 
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Assessment  Form  (PAF),  which  is  designed  to 
determine  the  client's  capacity  for  self-care  and  the 
specific  services  necessary  for  the  patient  to  remain  at 
home.  Community  health  nurses  from  the  County 
Health  Department  or  nurses  from  the  Visiting  Nurse 
Service  of  Rochester  assess  the  clients. 

Once  a  patient's  needs  have  been  determined,  an 
Alternate  Care  Plan  (ACP)  details  a  package  of  home 
care  services  and  providers.  On  the  basis  of  the  ACP, 
ACCESS  determines  the  cost  and  practicality  of  home 
care  for  the  patient.  If  the  patient  and  family  agree  to 
the  service  plan,  ACCESS  initiates  services  for  the 
client;  however,  the  State  stipulates  that  ACCESS  may 
only  approve  home  services  for  Medicaid  clients  who 
can  be  assisted  in  home  care  for  less  than  75  percent  of 
the  cost  of  a  comparable  level  of  care  in  a  long-term 
facility.  If  costs  exceed  75  percent,  ACCESS  must  make 
a  special  request  to  New  York's  Department  of  Social 
Services  to  allow  home  services. 

For  Medicaid  clients  in  nursing  homes,  utilization 
review  (UR)  forms  are  routinely  shared  with  ACCESS  by 
three  church-sponsored  nursing  homes  and  one  public 
facility  in  the  county  for  all  required  review  periods  (that 
is,  30,  60,  and  90  day  review).  The  forms  help  to 
determine  whether  the  patient  is  at  the  appropriate  level 
of  care.  If  the  UR  form  indicates  that  a  change  may  be 
necessary,  the  Genesee  Valley  Medical  Foundation 
(which  conducts  the  reviews)  transmits  the  form  to 
ACCESS  for  review  and  resolution. 

Section  222  Medicare  waivers  will  enable  the  project 
to  implement  a  further  utilization  review  component 
whereby,  once  a  Medicare  client  has  entered  a  facility 
or  has  been  approved  for  home  care,  a  set  review 
schedule  will  be  used.  A  UR  nurse  from  the  Genesee 
Valley  Medical  Foundation  will  review  clients  entitled  to 
Medicare  in  an  SNF  every  14  days.  A  nurse  from  a 
certified  home  health  agency  (HHA)  will  review  entitled 
clients  living  at  home  every  28  days.  In  addition,  the 
Section  222  Medicare  waivers  will  permit  ACCESS  to 
certify  a  client's  need  for  skilled  nursing  services  for  up 
to  14  consecutive  days  in  an  SNF  and  up  to  28  days  for 
home  care  services,  if  approved  by  the  client's  private 
physician. 

Preliminary  data  show  that  home  care  costs  for  long- 
term  care  patients  under  the  demonstration  are  from  30 
to  50  percent  of  the  county's  comparable  institutional 
costs.  Skilled  nursing  services  provided  in  the  home 
through  the  project  were  estimated  at  $20.01  per  day, 
compared  to  $45.00  per  day  for  equivalent  institutional 
care.  For  health-related  services  (equivalent  to  care  in 
an  extended  care  facility),  the  costs  were  $9.08  for 
home  care,  corn-pared  to  $27.00  for  institutional  care. 
At  the  domiciliary  care  level,  the  costs  were  $4.21, 
compared  to  $16.00  at  the  institutional  level. 

The  Monroe  County  Long-Term  Care  Demonstration 
is  scheduled  to  end  in  1984. 

2.  Alternative  Health  Services  (Georgia) 

The  Georgia  Alternative  Health  Services  (AHS) 
project  offers  alternatives  to  nursing  home  care  for 
persons  who  would  otherwise  be  placed  in  institutions. 


The  model  used  is  a  centralized  single  point  of  entry 
into  all  service  systems.  In  addition  to  regular  Medicaid- 
financed  health  services,  the  demonstration  offers  three 
alternative  services  through  Medicaid  waivers:  adult  day 
rehabilitation,  home-delivered  services,  and  alternative 
living  services  (for  example,  personal  care,  adult  foster 
care,  boarding  services,  and  congregate  living 
arrangements).  The  Georgia  Department  of  Medical 
Assistance  operates  the  project  under  Section  1 1 1 5  of 
the  Social  Security  Act. 

County  caseworkers  assess  all  potential  AHS  clients 
prior  to  enrollment.  A  team,  comprising  the  caseworker, 
an  AHS  nurse,  and  a  social  worker,  review  this 
information.  The  team  uses  the  State  guidelines  for 
maximum  units  of  service  to  identify  patients  who 
require  more  intensive  care  than  the  project  can 
provide.  Once  a  patient  is  accepted  in  the  project,  he  or 
she  is  referred  to  appropriate  providers.  Providers 
conduct  face-to-face  interviews  and  then  notify  the 
team  within  five  days  whether  the  recommended 
services  are  adequate.  Providers  then  indicate  the 
services  to  be  offered  and  their  frequency  and  provide  a 
justification  for  not  providing  services  recommended  by 
the  assessment  team.  Any  changes  in  a  client's  care 
plan  must  be  approved  by  the  team. 

The  project  has  negotiated  standard  contracts  with  a 
large  number  of  alternative  service  providers.  These 
include  prior  agreement  on  specific  expenditures  and 
cost  allocations,  a  line  item  budget  which  the  provider 
cannot  exceed,  and  a  system  which  allows  a  provider  to 
retain  unused  funds  for  program  expansion. 

Medicus  Systems  Corporation  is  evaluating  the 
project  under  contract  to  the  State.  Preliminary  analysis 
of  project  services  indicates  that  they  can  reduce  the 
rate  of  client  mortality,  particularly  among  those  at 
higher  risk  of  entering  a  nursing  home.  For  clients  at 
high  risk  of  entering  a  nursing  home,  18  percent  of  the 
service  group  died,  compared  to  45  percent  of  the 
control  group,  within  12  months  of  enrollment  in  the 
project.  Additional  preliminary  findings  indicate  that 
42.6  percent  of  the  clients  received  home-delivered 
services,  14.7  percent  received  adult  day  rehabilitation, 
and  2.8  percent  received  alternative  living  services. 

Based  on  the  State's  experience  with  the  project,  the 
Georgia  legislature  in  1980  appropriated  funds  to 
expand  the  AHS  program  so  that  it  may  be  adopted 
statewide  as  part  of  the  State  Medicaid  plan.  The 
implementation,  scheduled  to  take  three  years,  includes 
efforts  to  establish  continuing  agreements  with 
providers  and  quality  control  mechanisms. 

3.  Community  Care  Organization  (Wisconsin) 

The  Wisconsin  Community  Care  Organization  (CCO), 
sponsored  by  the  Wisconsin  Department  of  Health  and 
Social  Services,  was  awarded  a  research  and 
demonstration  grant  under  Section  1 1 1 5  of  the  Social 
Security  Act  in  October  1974.  The  project,  which  ended 
in  December  1979,  submitted  a  final  report  in  June 
1980.  The  report  consisted  of  a  State  overview,  the  final 
evaluation  report  prepared  by  the  Faye  McBeath 
Institute  on  Aging  and  Adult  Life  of  the  University  of 
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Wisconsin,  and  tine  ttnree  site  reports.  The  purpose  of 
the  project  was  to  demonstrate  that  a  substantial 
segment  of  the  elderly  and  disabled  can  be  maintained 
in  their  own  homes  or  in  community  settings  with  a 
package  of  health  and  social  services. 

The  project  established  sites  in  counties  in  three 
different  geographical  areas  of  the  State — urban, 
Milwaukee;  urban-rural,  LaCrosse;  and  rural,  Barron— to 
provide  a  centralized  system  of  coordination  for  all 
services  provided  to  participants.  The  sites  assessed 
patients,  managed  cases,  and  arranged  for  services  to 
Medicaid  eligibles  through  a  coordinated  community 
structure. 

Overall,  the  project  data  show  that  for  CCO  clients 
there  was  a  significant  reduction  in  acute  hospital  days 
and  SNF  days  when  compared  to  the  control  groups.  At 
the  LaCrosse  and  Milwaukee  sites,  the  experimental 
patients  had  lower  death  rates  than  the  control  groups. 

Major  organizational  findings  show  that  providers 
consistently  saw  the  CCO  as  potentially  threatening  to 
their  vested  interests.  The  CCO  was  able  to  change 
service  system  behavior  only  minimally,  and  the  project 
underestimated  the  complexity  of  the  service  delivery 
relationships  in  the  communities. 

Recently,  in  an  effort  to  phase  out  the  project's 
waived  services  and  the  CCO  activities,  the  State  wrote 
into  the  1980  Medical  Assistance  administrative  rule  that 
eligible  CCO  clients  who  were  receiving  benefits  or 
services  from  the  local  project  sites  as  of  April  1976 
could  continue  to  receive  these  CCO  services.  The 
three  CCO  sites  have  been  certified  as  providers  under 
the  Medical  Assistance  plan.  Under  the  plan,  the  sites 
are  able  to  provide  both  the  regular  Medicaid  services 
and  the  services  formerly  provided  under  waiver.  The 
non-Medicaid  services  are  now  paid  out  of  a  State 
appropriation. 


4.  Triage  (Connecticut) 


health-related  services,  creation  of  new  services  in  the 
demonstration  area,  monitoring  of  the  plans  of  care, 
and  evaluation  of  pertinent  data  in  acordance  with  a 
research  design,  so  that  health  care  planners  can  study 
patient  outcomes  and  costs  of  services. 

The  Section  222  Medicare  waivers  have  enabled 
Triage  to  authorize  payment  for  many  ancillary  services 
not  traditionally  covered  by  Medicare  and  to  waive 
specific  Medicare  requirements,  such  as  coinsurance 
and  deductibles,  as  well  as  restrictions  on  home  health 
care.  The  services  include  broadly  defined  home  care, 
physician  services,  drugs,  institutional  long-term  care, 
etc. 

Traditional  Medicare  services  are  reimbursed 
according  to  regular  Medicare  reimbursement 
procedures.  For  other  services  not  normally  included 
under  Medicare,  the  method  of  reimbursement  varies 
according  to  service  type.  Homemakers  and  ICFs,  for 
example,  are  reimbursed  on  a  cost  reporting  basis. 
Pharmaceuticals  and  optical  care  are  reimbursed  using 
Medicaid  rates  established  by  the  State  Department  of 
Social  Services.  For  other  services.  Triage  obtained 
schedules  from  government  and  industry  sources.  (For 
example,  Connecticut  Public  Utilities  Commission  rates 
are  used  for  transportation).  Triage  negotiated  rates 
with  each  provider  for  services  such  as  meals  and  meal 
delivery,  companions,  and  chores. 

The  National  Center  for  Health  Services  Research  is 
currently  analyzing  data  from  Triage  I.  Findings  from 
the  initial  years  of  the  project,  funded  under  the 
auspices  of  the  Public  Health  Service,  are  available. 
Preliminary  data  from  Triage  I  indicated  that  72  percent 
of  participants  improved  or  maintained  their  ADL 
(activities  of  daily  living)  and  MSQ  (mental  status) 
scores.  However,  the  overall  assessment  scores  of  the 
participant  group  decreased  with  advancing  age.  The 
total  cost  per  participant  for  1978  was  $3,620,  an 
average  per  diem  cost  of  $12.63.  Data  from  Triage  II  will 
be  available  in  1982. 


The  Triage  project  uses  a  single  entry  model  for 
access  to  the  health  delivery  system  for  elderly  persons. 
It  tests  the  feasibility  and  effectiveness  of  service 
coordination  for  elderly  and  disabled  individuals  living 
in  a  seven-town  area  in  central  Connecticut.  The  project 
establishes  a  link  between  clients  and  service  agencies 
so  that  care  is  organized  around  the  client  and  the 
available  resources. 

Connecticut  initiated  Triage  in  1974.  In  1975  it 
received  Section  222  Medicare  waivers  and  funding 
from  the  National  Center  for  Health  Services  Research 
for  the  research  component  of  the  project.  On  April  1, 
1979,  HCFA  approved  a  two-year  project  using  the 
same  demonstration  and  research  design  to  obtain 
longitudinal  data  on  the  utilization  and  cost  of  services 
provided  to  this  group  of  patients  from  the  inception  of 
the  project. 

The  project  is  targeted  at  the  Medicare  population. 
The  service  delivery  system  has  been  developed  around 
individual  needs,  rather  than  tailored  to  existing 
reimbursable  services.  The  delivery  model  includes  the 
following  features:  patient  assessment  and 
individualized  plans  of  care,  coordination  of  all  available 


5.  Long-Term  Care  Home  Health  Care  Program 
(New  York) 

The  New  York  State  Long-Term  Home  Health  Care 
Program  (LTHHCP),  also  known  as  the  Nursing  Home 
Without  Walls,  was  established  by  the  State  legislature 
in  1978.  The  program  provides  a  voluntary  alternative  to 
institutionalization  for  Medicaid  clients  who  meet  the 
medical  criteria  for  SNFs  or  ICFs.  A  maximum 
expenditure  for  home  care  has  been  set  at  75  percent  of 
a  locale's  rate  for  SNF  and  ICF  levels  of  care  for  which 
the  client  is  eligible. 

The  New  York  State  Department  of  Social  Services 
received  Medicaid  waivers  in  September  1978  under 
Section  1 1 15  of  the  Social  Security  Act  to  assist  in  a 
demonstration  of  the  gradual  implementation  of  the 
program. 

The  purpose  of  the  demonstration  is  to  reduce 
fragmentation  in  the  provision  of  home  care  services  to 
the  aged  and  disabled  through  a  single  entry  system 
which  coordinates  and  provides  these  services  in 
(currently)  nine  sites  throughout  the  State.  In  addition. 
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the  program  is  expected  to  provide  information  about 
the  comparative  costs  of  institutional  care  and  similar 
services  in  the  home.  The  State  has  contracted  with  Abt 
Associates  for  a  comprehensive  evaluation  of  the 
demonstration  program.  A  final  report  is  expected  in 
1982;  meanwhile  interim  reports  are  available  from  the 
State  Department  of  Social  Services. 

Under  the  LTHHCP,  all  patients  must  be  Medicaid- 
eligible  and  in  need  of  either  SNF  or  ICF  levels  of  care. 
When  patients  are  determined  to  be  eligible  for  the 
LTHHCP  program  an  LTHHCP  nurse  and  a  caseworker 
from  the  local  (State)  social  service  district  complete  a 
joint  in-home  assessment.  After  the  assessment,  the 
LTHHCP  develops  a  plan  of  care  and  the  caseworker 
reviews  the  budget  to  determine  whether  the  total 
projected  costs  are  within  75  percent  of  the  monthly 
average  Medicaid  rate  for  a  comparable  level  of 
institutional  care. 

The  LTHHCP  coordinator  and  caseworker  jointly 
coordinate  the  services  and  manage  the  cases. 
Professional  support  must  be  available  to  patients 
through  an  emergency  on-call  system  24  hours  a  day. 

The  project  is  also  expected  to  add  to  information 
about  the  problems  of  implementing  complex  programs 
such  as  this  one.  For  example,  staff  turnover,  problems 
in  coordination,  and  difficulties  in  obtaining  referrals 
exist  in  this  project  as  in  others.  There  was  also  a  delay 
in  the  enactment  of  legislation  authorizing  the  State  to 
reimburse  the  services  under  the  Section  1115  waiver. 
These  services  are  home  maintenance,  nutrition 
counseling/education,  respiratory  therapy,  respite  care, 
social  day  care,  transportation,  congregate  meals, 
moving  assistance,  housing  improvement  services,  and 
medical-social  services. 

Abt  Associates  is  evaluating  the  project  under 
contract  to  HCFA.  The  evaluation  consists  of  a 
descriptive  analysis  of  the  project's  implementation  and 
a  comparative  analysis  of  service  use  and  costs  for  the 
demonstration  project  clients  and  a  comparison  group. 
Data  to  be  used  include  Medicare,  Medicaid,  SSI,  food 
stamps,  social  services,  etc.  The  evaluation  is  expected 
to  shed  light  on  the  costs  associated  with  caring  for 
long-term  care  patients  in  their  homes  as  contrasted 
with  institutions.  It  will  also  indicate  whether  home  care 
will  decrease  or  increase  overall  Medicaid  expenditures. 

6.  Ancillary  Community  Care  Services  (Florida) 

The  Florida  Department  of  Health  and  Rehabilitative 
Services  is  conducting  a  three-year  demonstration 
project  under  Section  1115  of  the  Social  Security  Act,  to 
develop  and  test  community  care  services  for  the 
chronically  impaired  elderly.  The  first  site  began 
operations  in  January  1981. 

The  purpose  of  the  project  is  to  establish  in  five 
Florida  counties  (Broward,  Orange,  Duval,  Pinellas,  and 
Polk)  a  model  of  preventive  maintenance  and  restorative 
health  care  systems.  The  project  is  aimed  at  Medicaid- 
eligible  persons  60  years  of  age  and  older,  identified  as 
"at  risk"  of  institutionalization.  The  project's  goal  is  to 
help  them  remain  in  the  community.  It  provides  health 
and  related  services  not  covered  under  the  State's 


Medicaid  program.  The  State  will  attempt  to  determine 
the  effectiveness  of  community-based,  socio-medical 
services  and  to  evaluate  the  organizational  structures 
and  costs  of  the  program. 

The  demonstration  program  has  two  principal 
components:  information  gathering  and  service  to  the 
project  group.  The  State  will  administer  a 
comprehensive  medical-social  assessment  (CMA)  to 
examine  and  assess  select  aged  Floridians  as  well  as  to 
collect  information  about  the  general  health,  mental 
health,  physical  impairments,  availability  of  social 
resources,  unmet  needs,  and  living  conditions  of  older 
persons  in  the  State. 

For  the  group  served  by  the  project,  the  State  will 
implement  a  case  management  system  and  provide, 
under  Medicaid  waivers,  six  ancillary  community  care 
services— personal  care,  specialized  home 
management,  medical  therapeutic  services,  respite 
services,  day  treatment,  and  medical  transportation. 

7.  Community  Long-Term  Care  Project  (South 
Carolina) 

The  South  Carolina  Department  of  Social  Services  is 
conducting  a  three-year  demonstration  under  Section 
1 1 15  of  the  Social  Security  Act  to  test  client 
assessment,  services  coordination,  and  provision  of 
community-based  services,  and  to  form  proposals  to 
modify  its  Medicaid  program.  The  project  has  also 
received  funds  from  the  Appalachian  Regional 
Commission  to  support  its  administration.  The  network 
of  community  services  is  designed  as  a  self-sustaining 
community  structure  without  a  separate  coordinating 
agency,  a  feature  intended  to  foster  the  development  of 
an  ongoing  integrated  model  for  long-term  care 
services. 

The  South  Carolina  Long-Term  Care  Council  has 
provided  strong  support.  A  Legislative  Advisory 
Committee  is  providing  liaison  between  the  project  and 
the  State  legislature.  In  addition,  the  State  appropriation 
for  the  project  has  recently  been  increased. 

A  major  objective  of  this  project  is  to  facilitate 
cooperation  among  service  providers  at  the  community 
level.  The  existing  Medicaid,  Medicare,  and  Title  XX 
services  will  be  coordinated  for  project  participants. 

The  assessment  instrument  for  the  project  (all  sites) 
was  based  on  the  instrument  developed  by  the  Monroe 
County,  New  York  ACCESS  project.  The  South  Carolina 
instrument  has  been  revised  to  meet  the  unique  needc 
of  this  primarily  rural  project. 

The  project  will  provide  certain  health-related  and 
social  services  which  are  not  otherwise  covered  under 
Medicaid.  These  include  homemaker,  chore,  respite 
care,  alternative  housing,  home-delivered  and 
congregate  meals,  and  adaptive  equipment  in  the 
house. 

8.  Multipurpose  Senior  Services  Project 
(California) 

In  September  1977,  California  enacted  Assembly  Bill 
998,  which  required  the  State  Health  and  Welfare 
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Agency  to  establish  Multipurpose  Senior  Services 
Project  (MSSP)  sites  across  the  State.  The  project  tests 
single  entry  access  to  health  and  social  services 
through  needs  assessment,  case  management,  and  care 
planning.  In  October  1979,  HCFA  authorized  waivers 
under  Section  1 1 15  of  the  Social  Security  Act  to  enable 
the  State  to  implement  the  mandated  MSSP 
demonstration  over  a  four-year  period.  The  California 
Health  and  Welfare  Agency  is  responsible  for  the 
project. 

The  demonstration  is  being  implemented  in  eight 
sites  across  the  State.  Some  of  the  sites  provide 
services  directly,  while  others  are  limited  to  case 
management  and  purchase  of  services.  All  sites  have 
the  authority  to  contract  for  services  with  local 
providers. 

The  target  population  includes  a  sample  of  persons 
age  65  and  over  who  are  considered  at  risk  of 
institutionalization  and  who  meet  the  State  eligibility 
requirements  for  Medi-Cal  (Medicaid).  The  project  has 
received  waivers  to  provide  certain  health-related  and 
social  services  which  are  not  otherwise  provided  under 
Medicaid.  These  include  adult  social  day  care,  housing 
assistance,  in-home  support  services,  legal  services, 
non-medical  respite  care,  non-medical  transportation, 
meals,  protective  services,  specialized  communication, 
and  preventive  health  care.  Other  services  are  being 
provided  from  existing  State  funds  under  Titles  XIX  and 
XX  of  the  Social  Security  Act  and  Title  III  of  the  Older 
Americans  Act,  as  well  as  the  State  general  fund. 

The  demonstration  expects  to  influence  service  use, 
costs,  and  program  implementation.  Anticipated 
outcomes  are  reductions  in  the  clients'  numbers  of 
hospital  days,  numbers  of  SNF  days,  and  total 
expenditures  of  social  and  health  services  for  clients.  At 
the  same  time,  clients'  functional  abilities  should  remain 
stable  or  improve.  Additional  objectives  are  to  estimate 
the  effectiveness  of  existing  services,  estimate  and 
compare  the  mix  of  long-term  care  services  among 
sites,  and  estimate  the  optimal  expenditure  for  client 
care. 

Individual  MSSP  sites  were  required  to  meet  specific 
criteria  prescribed  by  the  State  before  becoming 
operational.  As  of  September  1,  1980,  all  eight  sites 
were  operating. 

During  the  second  year  of  the  project,  along  with 
ongoing  implementation  activities,  MSSP  initiated 
comparison  group  research  and  implemented  a 
computerized  management  information  system  and 
data  processing. 

9.  Mt.  Zion  Hospital  Long-Term  Care 
Demonstration  (California) 

The  Mt.  Zion  Hospital  and  Medical  Center  in  San 
Francisco  is  conducting  a  three-year  Medicare 
demonstration  under  Section  222  of  the  Social  Security 
Act  to  implement  a  hospital-based,  long-term  care 
delivery  system.  This  model  builds  upon  components  of 
Mt.  Zion's  existing  geriatric  services  and  includes  acute 
care,  emergency  health  services,  outpatient  services, 
home  care,  and  information  and  referral.  In  addition,  a 


consortium  of  five  service  providers  under  the  direction 
of  Mt.  Zion  will  provide  health  and  social  services  to  the 
project's  frail  elderly  clients. 

The  project  is  providing  centralized  intake  and  case 
management,  including  assessment,  care  planning,  and 
case  monitoring.  It  will  test  the  ability  of  the  consortium 
of  service  providers  to  offer  coordinated,  appropriate, 
and  cost-effective  care.  The  providers  will  be  aided  by 
the  authority,  through  waivers,  to  provide  a  broad  array 
of  health-related  and  social  services  which  are  not 
otherwise  provided  under  Medicare.  These  include  day 
care,  dental  care,  audiology,  homemaker  services, 
respite  care,  etc. 

The  project  began  in  August  1980. 

10.  North  San  Diego  County  Long-Term  Care 
Project  (California) 

This  Medicare  demonstration  will  compare  the  effects 
and  costs  of  care  between  existing  long-term  care 
services  and  those  provided  under  the  project.  The 
project  will  provide  a  comprehensive,  coordinated 
system  of  long-term  care  for  Medicare  beneficiaries  age 
65  and  over. 

The  general  project  goals  are:  1)  to  demonstrate  that 
a  Medicare-certified  provider  of  home  health  services 
with  a  range  of  supplementary  in-home  support  services 
and  an  established  system  of  community-wide  linkages 
is  a  cost-effective  resource  for  the  administration  of  a 
long-term  care  system;  2)  to  help  the  frail,  chronically 
ill,  and  disabled  elderly  to  achieve  and  maintain  an 
optimum  level  of  health,  self-care,  and  functional 
independence  in  their  homes;  3)  to  obtain  appropriate 
and  acceptable  out-of-home  placement  only  when  a 
thorough  exploration  of  personal  and  community 
resources  demonstrates  that  needs  cannot  be  met  at 
home. 

The  project  builds  upon  the  existing  scope  of 
Medicare-covered  home  health  services  provided  by  the 
Allied  Home  Health  Association  and  the  Visiting  Nurse 
Association.  Through  this  delivery  model,  the  project 
links  an  existing  information  and  referral  network  with  a 
centralized  single  entry  system.  Project  services  include 
professional  assessment  of  client  needs,  client 
participation  in  care  plan  formulation,  and  case 
management.  The  project  contracts  with  providers  for 
delivery  of  services,  many  of  which  are  not  normally 
provided  under  the  Medicare  program. 

During  the  first  developmental  year,  project  staff 
revised  a  patient  assessment  instrument  and  collected 
information  on  existing  service  use,  availability  of 
community  resources,  and  service  needs.  The  project 
has  obtained  commitments  from  local  service  providers 
and  referral  sources.  The  project  began  in  January  1981 
and  will  continue  until  1983. 

11.  Delivery  of  Medical  and  Social  Services  to  the 
Homebound  Elderly  (New  York) 

The  New  York  City  Department  for  the  Aging  is 
conducting  a  three-year  Medicare  demonstration  of  the 
organization  and  delivery  of  medical  and  social  services 
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to  the  homebound  elderly  under  Section  222  of  the 
Social  Security  Act.  A  separate  grant  from  the 
Administration  on  Aging  is  supporting  certain 
administrative  activities  and  supplemental  service 
delivery  costs  for  the  project. 

The  project  serves  persons  age  65  and  over  who  are 
entitled  to  Medicare  Part  B,  suffer  from  chronic  illness 
or  functional  or  mental  impairment,  and  are  unable  to 
visit  a  physician  v\/ithout  assistance  or  have  no  access  to 
medical  care.  The  project  will  assess  the  needs  of  the 
population  within  the  community,  develop  a  model  of 
coordination  of  services,  evaluate  the  costs  of  the 
services  and  develop  an  implementation  model  for  city 
services  to  the  homebound  population. 

The  project  consists  of  separate  organizational 
components,  each  with  specific  responsibilities  related 
to  coordination  and  service  delivery.  These  components 
include  a  project  advisory  committee  composed  of 
relevant  city  departments  and  four  neighborhood-based 
service  delivery  sites.  The  project  advisory  committee 
reviews  policy,  selects  sites,  and  establishes  criteria  for 
clients  and  services.  The  committee  is  also  responsible 
for  facilitating  agreements  between  service  providers.  A 
nurse  and  a  social  worker  at  the  neighborhood-based 
sites  conduct  centralized  intake,  assessment,  care 
planning,  reassessment,  and  monitoring. 

Four  sites  are  participating;  two  became  operational 
in  December  1980,  and  two  in  April  1981.  They  may 
provide  services  directly  or  contract  or  arrange  for 
services.  Medicare  waivers  permit  provision  of  an 
expanded  service  package. 


12.  Modification  of  the  Texas  System  of  Care  for 
the  Elderly:  Alternatives  to  the  Institutionalized 
Aged 

The  Texas  Department  of  Human  Resources  (DHR)  is 
conducting  a  three-year  demonstration  project  under 
Section  1 1 1 5  of  the  Social  Security  Act.  The  project 
received  waivers  of  Medicaid  requirements  to  develop 
and  test  a  comprehensive  continuum  of  care  for  the 
aged,  one  that  is  appropriate  in  terms  of  quality  of  care, 
preferences  of  recipients,  and  costs.  This  demonstration 
was  initiated  as  a  result  of  a  State  legislative  mandate  to 
eliminate  one  of  the  two  Medicaid  intermediate  care 
facility  levels  of  care  (ICF  II)  and  to  provide  community- 
based  services  to  patients  who  can  be  removed  from 
these  institutions.  The  State  also  appropriated  funds  to 
carry  out  the  intent  of  the  legislation. 

As  of  March  1980,  only  one  ICF  level  (in  conformance 
with  Federal  regulations)  now  exists  below  the  SNF 
level.  Some  of  the  individuals  who  were  receiving  ICF  II 
level  care  are  being  resettled  in  community-based 
settings  and  provided  with  alternative  health-related 
services.  The  remaining  individuals  will  be 
"grandfathered"  into  the  single  ICF  program. 

This  project  will  assess  a  5  percent  sample  of  the 
18,000  institutionalized  patients  in  level  II  ICFs  to 
determine  their  discharge  potential.  For  those  who  are 
removed  from  institutions,  the  project  will  develop  a 
care  plan  and  arrange  for  in-home  services  through 
community  service  providers.  In  addition,  the  project 


will  conduct  case  management,  monitoring,  and  follow- 
up  activities  for  project  participants. 

The  project  provides  Medicaid  home  care  and 
personal  care  benefits  and  Title  XX  adult  in-home 
services,  all  available  under  current  law.  In  addition,  the 
Section  1115  waiver  permits  certain  other  services  to  be 
provided. 

By  March  1980,  Texas  had  terminated  all  new 
admissions  to  level  II  ICFs.  The  State  has  also  revised 
standards  for  SNFs  and  ICFs  and  has  developed  a  plan 
for  monitoring  new  admissions  to  long-term  care 
facilities.  The  demonstration  project  became  fully 
operational  in  March  1981. 

13.  Continuum  of  Care  Project  for  the  Elderly 
(Oregon) 

In  September  of  1979,  HCFA  awarded  a  grant  to  the 
Oregon  Department  of  Human  Resources  to  test  the 
provision  of  alternative  community-based  services  to 
the  elderly  in  a  five-county  area  in  the  southwestern 
part  of  the  State.  In  addition  to  the  HCFA  grant  under 
Section  1115  of  the  Social  Security  Act,  the  project  also 
has  a  grant  from  the  Administration  on  Aging  to  support 
administration  costs  and  an  evaluation  component  for 
the  project. 

The  two  components  of  the  project,  FIG  (Flexible 
Intergovernmental  Grant)  and  the  Section  1115  waivers, 
share  the  same  objectives:  to  serve  the  elderly  more 
appropriately  and  to  contain  Medicaid  costs. 

The  FIG  component  directly  addresses  deficiencies  in 
service  delivery  due  to  uncoordinated,  unintegrated 
service  by  diverse  agencies  serving  the  elderly.  It 
depends  on  a  local  policy  committee  (with 
representatives  from  all  of  the  agencies  which  serve  the 
elderly)  for  local  accountability  and  decision-making. 
This  is  expected  to  improve  coordination  and 
integration  of  services,  with  the  help  of  information 
sharing  and  standardization.  FIG  makes  available  to 
each  agency  a  profile  of  all  other  agencies  which  serve 
the  elderly  in  the  local  area,  for  information  and  referral 
purposes.  It  uses  a  common  functional  assessment  tool 
to  assist  decision-makers  in  standardizing  placement 
choices  and  creates  a  common  data  base  which  returns 
to  each  agency  an  internal  report  on  its  own  operation 
and  an  external  report  on  how  that  agency  fits  into  the 
total  system. 

The  waiver  component  addresses  fiscal  imbalance  in 
the  service  system  due  to  current  program 
configurations  whose  eligibility  criteria  encourage  use 
of  institutional  care  and  Medicaid  reimbursement.  The 
State  has  committed  itself  to  limiting  the  amount  of 
Medicaid  funds  spent  above  projected  expenditures.  In 
fact,  until  projected  expenditures  have  been  reduced 
and  90  percent  of  the  Title  XX  funds  available  for  these 
alternatives  have  been  encumbered  in  each  month,  no 
Medicaid  funds  may  be  spent. 

Certain  health-related  and  social  services  which  are 
not  otherwise  provided  under  Title  XIX  are  provided 
under  waiver  authority  in  the  two  waiver  counties  only. 
These  include  homemaking  and  housekeeping  services, 
home  delivered  meals,  adult  foster  home  and  residential 
services,  and  limited  transportation. 
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Project  results  to  date  in  the  FIG-only  and  the 
FIG/waiver  counties  are  similar.  Both  counties  have 
reduced  expenditures  of  Medicaid  funds  for  nursing 
home  care.  It  appears  that  the  FIG  component  signifi- 
cantly affects  the  long-term  care  system  in  both 
counties.  Results  in  the  waiver-only  and  the  comparison 
counties  reinforce  the  tentative  conclusion  that  local 
agency  cooperation  and  planning  in  preventing  or 
delaying  nursing  home  placement  is  vital. 

14.  HUD/HHS  Demonstration  Program  for 
Deinsti-tutionalization  of  the  Chronically  Mentally 
III 

The  Departments  of  Housing  and  Urban  Development 
(HUD)  and  HHS  are  jointly  funding  this  demonstration 
to  do  the  following:  1)  integrate  the  chronically  mentally 
ill  into  the  community  and  improve  the  quality  of  their 
lives  by  providing  housing  linked  to  support  and 
rehabilitative  services;  2)  provide  an  environment  that 
protects  the  privacy  and  personal  dignity  of  the 
chronically  mentally  ill  and  at  the  same  time  offers 
incentives  and  encourages  them  to  assume  increasing 
responsibility  and  control  over  their  own  lives;  and  3) 
encourage  and  assist  States  in  providing  housing  and 
comprehensive  health  and  social  services  for  the 
chronically  mentally  ill. 

The  demonstration  is  one  part  of  the  initial  response 
of  the  two  agencies  to  the  recommendations  of  the 
General  Accounting  Office  and  the  President's 
Commission  on  Mental  Health  that  relate  to 
deinstitutionalization,  housing,  and  services  for  the 
chronically  mentally  ill.  The  program  provides  case 
management  and  program  planning,  health  care,  life 
skills  and  other  services. 

HHS  is,  through  several  of  its  components,  providing 
liaison,  guidance  on  services,  and  funding  of  services 
through  Medicaid  waivers.  HCFA  has  agreed  to  provide 
waivers  of  Medicaid  provisions  to  enable  States  to 
provide  services  that  would  otherwise  not  be 
reimbursed  under  Medicaid.  Section  1115  waivers  will 
allow  payment  for  such  services  as  case  management, 
supervision,  training  in  life  skills,  and  transportation. 

Two  States  have  begun  demonstrations  and  four 
more  have  submitted  applications.  A  further  six  are 
preparing  waiver  applications. 

Under  the  authority  of  Section  202  of  the  Housing  Act 
of  1959,  as  amended  by  Public  Law  86-372,  HUD  is 
providing  40-year  direct  Federal  loans  to  assist  private, 
non-profit  corporations  in  developing  new  or 
substantially  rehabilitated  housing.  Over  a  three-year 
period,  HUD  has  set  aside  approximately  $69  million  in 
loan  reservations  for  229  sites  in  39  States,  including  the 
District  of  Columbia  and  Puerto  Rico.  These  sites  will 
house  from  3,500  to  4,000  residents.  In  addition,  HUD 
will  provide  Section  8  rental  assistance  for  all  of  the 
units. 

15.  Special  Initiative:  National  Long-Term  Care 
Demonstration  Program 

in  1980,  Congress  appropriated  $20  million  to  support 
the  National  Long-Term  Care  Demonstration  Program. 


This  interagency  effort  was  launched  to  expand  existing 
projects  to  test  alternative  organizations  and  services 
for  community  long-term  care  delivery.  The  new 
projects  are  intended  to  address  many  of  the 
inefficiencies  in  the  existing  long-term  care  system  and 
to  assess  the  factors  which  influence  their  structure. 

The  initiative  involves  HCFA,  the  Administration  on 
Aging  (AoA),  the  Public  Health  Service,  and  the  Office 
of  the  Assistant  Secretary  for  Planning  and  Evaluation 
(ASPE),  which  is  the  lead  agency  for  the  effort. 

Twelve  demonstrations  began  in  1980  under  contract 
to  ASPE.  Half  are  being  monitored  by  HCFA  (Maryland, 
Maine,  Pennsylvania,  Kentucky,  Texas,  and  Hawaii), 
and  half  by  AoA  (Florida,  Massachusetts,  Missouri,  New 
Jersey,  New  York,  and  Ohio). 

The  demonstrations  are  commonly  referred  to  as 
"channeling"  activities.  This  term  describes  the 
organizational  structures  and  operating  systems 
required  in  a  community  to  ensure  that  a  client  receives 
needed  long-term  services.  The  primary  elements  of  this 
concept  are  case  finding,  comprehensive  client 
assessment,  case  management,  and  monitoring  and 
reassessment. 

Temple  University's  Institute  of  Gerontology  is 
providing  technical  assistance  under  contract,  including 
developing  assessment  and  data  collection  procedures. 
The  effort  is  being  evaluated  by  Mathematica  Policy 
Research,  Inc. 

System  development  grants  were  made  to  15  States  to 
help  them  build  their  capacity  to  plan,  coordinate,  and 
manage  the  allocation  of  long-term  care  resources. 
These  two-year  grants  terminated  in  1981. 

16.  Evaluation  of  Community  Care  Systems 

In  September  1980,  HCFA  contracted  with  Berkeley 
Planning  Associates  to  do  a  three-year  evaluation  of  15 
HCFA  long-term  care  demonstrations.  The 
demonstrations  are  those  which  have  focused  on 
developing  coordinated  services  to  long-term  care 
patients  in  community  and  home  settings. 

The  evaluation  will  assess  the  projects' 
accomplishments.  The  contractor  will  analyze  the 
projects  and,  depending  on  availability  of  data,  will 
attempt  to  assess  costs  and  effects  of  the  projects.  Of 
particular  interest  is  each  project's  success  in 
organizing  and  delivering  health  and  social  services  to 
the  long-term  care  target  populations.  In  addition,  the 
evaluation  will  analyze  data  collected  by  the  projects  to 
assess  the  impact  on  individual  clients,  families,  local 
organizations,  and  third-party  payers. 

Berkeley  Planning  Associates  will  develop  models 
capable  of  testing  and  simulating  the  impact  of  policy 
changes  on  long-term  care  financing  and  services. 

C.  Resources  and  Needs  of  Individuals 

HCFA  is  continuing  to  support  research  into  aspects 
of  long-term  care  that  are  important  is  reorganizing 
service  systems.  These  include  the  availability  and  role 
of  families  in  long-term  care,  and  information  on 
demographic  and  resource  issues  for  the  future. 
Research  projects  include  analyses  of  the  relationship 
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between  family  roles  and  publicly  provided  services, 
attitudes  about  long-term  care,  and  home  care. 
Demographic  and  epidemiologic  trends  are  studied  to 
assess  future  program  needs. 

1.  The  Role  of  Families  in  Providing  Long-Term 
Care  to  the  Frail  and  Chronically  III  Elderly  in  the 
Community 

The  overall  goal  of  this  study  by  Hunter  College  and 
the  Research  Foundation  of  City  University  of  New  York 
was  to  examine  the  family  care-giving  systems  of  the 
frail  elderly.  Two  hundred  persons  were  selected  for  the 
sample  from  three  major  ethnic  groups— white,  black, 
and  Hispanic.  They  were  family  members  of  older 
persons  who  had  requested  and/or  received  services 
from  the  social  and  health  care  system  in  New  York  City 
and  were  interviewed  to  provide  this  information: 

•  a  descriptive  picture  of  the  characteristics  of  family 

care-givers,  the  tasks  they  perform,  and  the  social 

and  economic  effects  of  doing  so 
.  identification  of  the  medical  and  social 

characteristics  of  the  patient/care  giver  dyad  which 

predict  the  extent  to  which  supportive  home  care 

services  will  be  needed. 
Based  on  these  findings,  the  researchers  made 
recommendations  regarding  the  types,  quantity,  and 
providers  of  home  care  necessary  to  sustain  the  elderly 
in  the  community  and  to  avoid  more  costly  alternatives. 

2.  Impact  of  Home  Services  for  Functionally 
Disabled  Adults 

In  this  project,  which  began  in  1980  and  will  end  in 
1983,  the  Community  Service  Society  in  New  York  will 
follow  functionally  disabled,  low  income  adults  for  12 
months  after  acute  hospitalization  to  determine  the 
impact  of  Medicaid-financed  home  health  programs. 
The  study  will  examine  whether  those  who  have  access 
to  publicly  supported  home  care  use  it  more,  have  more 
successful  outcomes,  and  use  less  institutional  care. 
The  project  will  also  investigate  effects  on  family 
support  systems. 

3.  Use  of  Long-Term  Care  and  Community-Based 
Alternatives  Among  Blacks,  Hispanics,  and  Whites 

The  purpose  of  this  study  by  Community  Research 
Applications  was  to  examine  black,  white,  Puerto  Rican, 
and  Mexican-American  consumers'  information  about, 
and  attitudes  toward,  various  types  of  long-term  care 
services,  including  community  alternatives  and 
institutional  care.  The  researchers  conducted  telephone 
interviews  to  determine  whether  there  were  differences 
in  the  ethnic  groups  in  the  extent  and  accuracy  of  their 
knowledge  about  long-term  care  alternatives  and  their 
attitudes  toward  this  care.  It  was  predicted  that  potential 
and/or  actual  service  use  would  be  significantly  related 
to  attitude  and  knowledge. 

The  researchers  found  that  their  sample  included  few 
family  members  who  were  at  risk  for  long-term  care; 
this  problem  tended  to  reduce  the  strength  of  the 


findings.  However,  some  of  the  findings  were  these: 

•  extremely  low  knowledge  level  about  services  and 
their  purposes 

•  differences  in  knowledge,  understanding,  and 
attitudes,  with  whites  having  the  most  and  Puerto 
Ricans  the  least 

•  In  addition,  researchers  found  that  blacks  and 
Puerto  Ricans  use  fewer  services,  know  less  about 
them,  and  have  more  negative  attitudes  toward 
institutional  services. 

4.  Bioactuarial  Estimates  and  Forecasts  of  Health 
Care  Needs  and  Disability 

The  objective  of  this  project,  which  began  in  June 
1980  at  Duke  University,  was  to  study  the  health  status 
of  the  U.S.  population  using  a  model  of  the  natural 
history  of  important  chronic  diseases  for  the  individual, 
adjusted  for  the  effects  of  population  dynamics.  The 
model,  which  integrated  evidence  from  several  sources 
(vital  statistics,  epidemiological  studies,  clinical 
findings,  and  physio-logical  models),  produced 
distributions  of  chronic  diseases  (differentiated  by  stage 
of  disease  and  associated  conditions)  in  the  U.S. 
population,  stratified  by  age,  race,  sex,  and  geographic 
area. 

The  study  facilitated  more  accurate  estimates  of  the 
prevalence  and  incidence  of  chronic  diseases  so  that 
better  estimates  of  health  care  costs  can  be  derived. 
The  methodology  for  deriving  national  population- 
specific  estimates  of  chronic  health  problems  centered 
on  new  analytic  strategies  (for  example,  stochastic 
process  modeling)  which  permit  one  to  infer  chronic 
disease  incidence  and  prevalence  patterns  from 
national  cause-specific  mortality  data.  The  project 
ended  in  1981. 


5.  Collection  and  Dissemination  of  Data  on  Long- 
Term  Care  Residential  Facilities  for  Physically 
Disabled  Individuals 

This  project  at  the  University  of  Minnesota  is 
gathering  information  on  the  characteristics  of  public 
residential  facilities  for  physically  disabled  individuals, 
on  the  demographic  characteristics  of  persons  who 
reside  in  these  facilities,  and  on  the  nature  and 
characteristics  of  services  provided  to  physically 
handicapped  individuals,  both  within  and  outside 
residential  facilities. 

The  University  will  write  a  report  on  the  policy 
implications  of  the  data  for  policymakers,  planners,  and 
consumers  of  such  services.  Researchers  will  also 
evaluate  the  progress  being  made  in  implementing 
national  goals  of  integrating  physically  handicapped 
people  into  the  "mainstream"  of  communities. 

Finally,  the  project  will  collect  nationwide  information 
on  the  licensing  practices  of  States,  the  development  of 
instruments,  and  methods  of  data  collection  (including 
the  development  of  a  registry  of  all  long-term  care 
residential  facilities  primarily  serving  physically 
handicapped  individuals).  The  project  ends  in  1982. 
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6.  Forecasting  Geriatric  Home  Health  Outcomes 
from  Personal,  Familial,  and  Systemic  Variables 

This  one-year  study  by  the  University  of  Michigan 
identified  relationships  between  certain  characteristics 
of  clients  upon  entering  home  health  care  and  their 
utilization  patterns  and  status  at  discharge.  The  grantee 
analyzed  the  case  records  of  over  2,000  older  adults 
served  by  the  San  Francisco  Home  Health  Services, 
Inc.,  between  1968  and  1975. 

This  project  addressed  the  question  of  whether 
entering  characteristics  of  a  personal  and  familial 
nature  would  have  a  weaker  relationship  to  intensity  of 
service  than  factors  such  as  source  of  referral,  previous 
locus  of  care,  or  type  of  payment.  This  hypothesis  was 
supported  to  the  extent  that  pay  plan  was  the 
predominant  predictor  for  each  measure  of  utilization. 
Personal  condition,  however,  represented  here  by  use 
of  nurse  at  entry,  was  a  predictor  of  intensity  of  services 
second  only  to  pay  plan.  The  previous  source  of  care 
was  more  useful  in  accounting  for  exit  situation  and 
duration  than  for  intensity;  referral  source,  living 
arrangement,  and  sex  were  small  influences  in 
explaining  the  proportion  of  nursing  visits.  Separation 
of  an  agency's  "case-mix"  by  payment  type  may  be  an 
accessible  and  useful  planning  mechanism.  In  addition 
it  is  possible  that  pay  plan  could  be  used  as  a  proxy  for 
case-mix. 

The  second  question  addressed  was  whether  the 
likelihood  of  informal  care  discharge  for  short-term 
clients  would  be  higher  for  those  with  higher  intensity, 
while  those  with  long-term  care  would  have  lower 
likelihood  of  discharge  to  an  informal  setting  when  high 
intensity  services  were  used.  This  hypothesis  is  quite 
dramatically  borne  out.  The  likelihood  of  discharge  to 
self  care  was  far  higher  for  short-term  than  for  long- 
term  clients:  those  with  the  higher  intensity  services 
within  each  public  pay  plan  tended  to  enter  institutions 
or  to  die.  Each  pay  plan  and  exit-by-pay  plan  category 
had  unique  utilization  characteristics. 

7.  Factors  Influencing  the  Provision  of  Non- 
Institutional  Long-Term  Care  by  Homes  for  the 
Aging:  A  Study  of  Long-Term  Care  Center 
Feasibility 

This  project  analyzed  data  on  outreach  services  from 
members  of  the  American  Association  of  Homes  for  the 
Aged  (AAHA).  Among  the  issues  explored  by  the  AAHA 
were  the  types  of  non-institutional  care  services 
provided  by  homes,  type  and  mix  of  funding  sources 
used  to  finance  outreach  services,  characteristics  of 
homes,  and  types  of  recipients.  In  addition,  the  study 
gathered  data  to  make  comparisons  among  groups  of 
homes,  sponsorship,  types  of  services,  and  mix  of 
services. 

The  project  ended  in  1981. 

D.  Reimbursement  and  Costs  in  Long- 
Term  Care 

Many  of  the  community  care  systems  funded  by 


HCFA  include  non-traditional  methods  of 
reimbursement,  such  as  placing  a  cap  on  total 
expenditures.  However,  the  major  activity  in 
reimbursement  reform  in  long  term  care  focuses  on 
capitation  for  services  (similar  to  Health  Maintenance 
Organizations),  reimbursement  of  capital  costs,  state 
reimbursement  policies,  and  economic  behavior  of 
nursing  homes.  The  following  descriptions  of 
demonstrations  and  studies  reflect  these  concerns. 


1.  On  Lok  Community  Care  Organization  for 
Dependent  Adults  (CCODA) 

HCFA  granted  Medicare  waivers  to  On  Lok  Senior 
Health  Services  in  San  Francisco  to  demonstrate  the 
feasibility  of  a  capitation  system  of  reimbursement  for 
the  elderly  in  an  HMO-type  organization  providing  a 
range  of  health  and  social  services.  AoA  funded  the 
development  and  study  of  On  Lok's  CCODA. 

The  objectives  of  this  demonstration  are:  to  develop 
and  operate  a  centrally  funded  and  adminstered 
community  care  system:  to  measure  the  impact  of 
capitated  funding  on  use,  quality,  and  cost  of  services: 
to  contrast  the  management  efficiencies  of  the  model 
with  those  of  other  systems:  and  to  develop  actuarially 
sound  budgeting  methods  for  medical  and  social 
services. 

On  February  1,  1980,  inpatient  services  (hospital  and 
SNF)  provided  under  contract  were  added  to  the 
package  of  outpatient  services  provided  during  the  first 
year  of  operation.  These  latter  services  include  in-home 
services,  dental  and  eye  care,  portable  meals,  and 
transportation,  as  well  as  a  full  array  of  health  and 
social  services  provided  in  On  Lok's  two  health  centers 
and  one  social  center.  Teams  of  professionals 
comprehensively  assess  clients  and  plan  care. 

Funding  for  all  services  is  provided  on  a  cost  basis 
under  Medicare  waivers.  With  increased  cost 
experience,  a  more  accurate  prediction  model  will  be 
developed  to  estimate  inpatient  utilization  and  total 
medical  expenditures.  This  model  will  ultimately  provide 
the  capitation  rate  of  reimbursement. 

The  research  team  will  develop  and  test,  in 
conjunction  with  the  On  Lok  staff,  the  numerous 
computerized  systems  required  to  manage  the  CCODA 
and  its  diverse  functions.  Through  On  Lok's  Information 
Management  System,  the  management  of  each 
functional  system  is  transferred  to  the  CCODA  staff  to 
replace  a  manual  system.  Scheduling  for  all  services, 
transportation,  meals,  etc.,  is  one  such  example. 

HCFA  is  evaluating  the  On  Lok  CCODA  through  the 
cross-cutting  evaluation  of  its  long-term  care 
demonstrations.  This  evaluation  contract  was  awarded 
to  Berkeley  Planning  Associates  in  September  1980. 

2.  The  Social/Health  l\/laintenance  Organization 
Concept 

HCFA  awarded  a  three-year  planning  grant  to  the 
University  Health  Policy  Consortium  at  Brandeis 
University  in  1980  to  develop  the  concept  of  a 
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social/health  maintenance  organization  for  long-term 
care.  The  sociai/inealth  maintenance  organization 
(S/HMO)  designed  to  address  two  of  the  most  pressing 
problems  in  long-term  care:  the  fragmentation  of 
services  and  the  fragmentation  of  funding  sources.  The 
concept  promises  to  integrate  health  and  social  services 
as  weW  as  acute  care  services. 

The  planning  grant  will  provide  technical  assistance 
to  several  possible  demonstration  sites;  develop  the 
methodology  for  estimating  utilization  rates  and 
calculating  costs  and  capitation  rates;  coordinate 
development  of  the  data  system  and  evaluation  plans  to 
ensure  maximum  test  results;  and  develop  criteria  for 
selection  of  the  demonstration  sites. 

A  social/health  maintenance  organization  is  a  way  of 
organizing  health  and  social  services  in  which  an 
elderly  population  at  high  risk  of  institutionalization  is 
voluntarily  enrolled  by  a  managing  provider  into  an 
integrated  service  system.  All  basic  acute  hospital, 
nursing  home,  and  ambulatory  medical  care  and 
personal  care  support  services,  including  homemakers, 
home  health,  and  chores,  would  be  provided  by  or 
through  the  S/HMO  at  a  fixed  annual  prepaid  capitation 
sum.  Other  available  services  would  include  emergency 
psychiatric,  meals  (home  delivered  and/or  congregate), 
counseling,  transportation,  and  information  and  referral. 
The  provider  may  either  employ  staff  or  establish 
contracts  with  other  providers  for  the  services.  In  the 
S/HMO  model,  the  provider  is  responsible  for  finances, 
case  decision-making,  and  management.  The  S/HMO 
provider  will  share  risk  for  service  expenditures  and  will 
act  as  broker  for  other  needed,  non-covered  services 
which  are  available  from  other  community  providers. 
Financial  risk  is  defined  as  absorption  of  agreed-upon 
costs  which  exceed  a  capitation  agreement. 

The  S/HMO  will  offer  incentives  to  all  involved 
parties.  Incentives  to  the  provider  organization,  for 
example,  include  improved  cash  flow,  reduction  in  the 
cost  of  administering  third-party  billing  mechanisms, 
flexibility  in  program  innovation,  financial  incentives 
through  negotiated  rate  ceilings  and  flexible  savings 
arrangements,  greater  organizational  stability,  and 
growth  potential  in  the  long-term  care  marketplace. 
Public  authorities  will  gain  by  harnessing  HMO  control 
methodologies  to  long-term  care.  The  uncontrolled,  or 
difusse,  long-term  care  costs  can  be  addressed 
systematically  through  an  integrated  financing  plan  with 
provider  risk-sharing  and  reduced  administrative 
complexity.  Consumers  will  benefit  by  having  a  single 
entry  access  to  a  wider  range  of  services.  These 
services  will  be  provided  in  an  integrated  manner,  thus 
reducing  the  need  and  costs  of  "shopping  around." 
Paperwork  usually  associated  with  Medicare  will  be 
eliminated. 

3.  Skilled  Nursing  Pharmacy  Services — Capitated 
Reimbursement  (California) 

In  1979,  HCFA  awarded  a  grant  to  the  California 
Department  of  Health  Services  to  conduct  a  pilot 
project  on  capitated  reimbursement  of  drugs  for 
Medicaid  patients  in  SNFs,  under  the  authority  of 


Section  1 1 15  of  the  Social  Security  Act.  The  objective  is 
to  improve  the  drug  regimen  of  Medicaid  SNF  patients, 
which  in  turn  should  improve  the  overall  quality  of  care 
and  reduce  costs. 

Medicaid  payments  are  usually  on  a  fee-for-service 
basis  to  the  individual  provider  of  service.  To  control 
use  of  pharmacy  services,  Medicaid  employs  a  closed 
formulary  (a  specific  list  of  covered  drugs)  with  prior 
authorization  required  for  unlisted  drugs.  In  addition, 
either  minimum  quantities  per  prescription  or  a 
minimum  supply  per  prescription  is  required  for  certain 
medications  unless  the  prescription  represents  the 
intiail  order  or  has  been  previously  authorized  for  a 
smaller  quantity  or  duration  of  therapy.  These 
requirements  are  waived  for  this  demonstration,  which 
is  supported  by  State  legislation. 

The  project  establishes  capitation  rates  for  30 
selected  SNFs  based  on  25  pharmacies'  experience  with 
those  facilities.  The  monthly  capitation  rate  is 
calculated  for  each  facility  and  paid  to  the  pharmacy  in 
advance  for  each  Medicaid  patient  served  by  that 
pharmacy  in  the  following  month.  In  addition, 
pharmacists  who  participate  are  granted  the  authority  to 
approve  non-formulary  drugs  necessary  for  the 
treatment  of  the  patients. 

The  project  allows  the  pharmacist  to  bypass  the  usual 
utilization  controls  of  the  Medicaid  program  and  to 
exert  his  or  her  professional  judgment  to  a  maximum 
degree,  consistent  with  a  high  quality  of  care.  Minimum 
quantity,  prescription  audits,  and  diagnosis  restrictions 
are  all  waived  for  the  patients  served  under  this  project. 

The  State  will  evaluate  the  changes  in  costs  and 
utilization  of  services  which  result,  if  any.  An  outside 
contractor  will  conduct  a  second  evaluation,  using  a 
multidisciplinary  team  of  physicians,  pharmacists, 
pharmacologists,  and  nurses  to  evaluate  the 
professional  decisions  involved  in  the  approval  of  the 
treatment  authorization  request  (TAR),  as  well  as  the 
overall  quality  of  care  received  by  the  patients. 

4.  Capital  Investment  in  Nursing  Homes  (West 
Virginia) 

In  August  1980,  HCFA  awarded  the  West  Virginia 
Department  of  Welfare  authority  under  Section  1 1 1 5  to 
waive  the  current  methodology  for  determining  capital 
costs  included  in  the  Medicaid  reimbursement  of  SNFs 
and  ICFs.  The  basic  objectives  of  this  demonstration  are 
to  determine  whether  the  proposed  system  results  in 
lower  reimbursemei'it  rates  when  compared  with  a 
system  of  reimbursement  based  on  historical  costs  for 
all  service  factors  (for  example,  a  Medicare  formula) 
and  to  determine  whether  the  alternative  methodology 
still  permits  satisfactory  patient  care. 

There  is  reason  to  believe  that  controlling  cost  by 
cost  center  is  preferable  to  an  aggregate  operating  cost 
cap,  but  the  data  required  to  evaluate  this  hypothesis 
are  not  currently  available.  This  project  will,  therefore, 
focus  upon  the  investment  component  and  the  total 
reimbursement  rate. 

West  Virginia  will  implement  a  three-component 
reimbursement  system.  The  nursing  services 
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component  will  be  compensated  on  the  basis  of  actual 
nursmg  services  delivered.  The  operating  costs 
component  will  be  compensated  by  cost  center  and 
facility  class.  As  a  management  incentive,  the  State  will 
share  with  the  facility  any  savings  from  efficient 
management  which  results  in  costs  below  established 
caps  That  incentive  will  consist  of  allowing  a 
percentage  of  the  difference  between  actual  facility  cost 
and  the  established  cost  caps  in  the  facility  rate, 
provided  such  facilities  meet  all  certification  and  quality 
patient  care  standards. 

The  investment  component  of  the  new  reimbursement 
system  should  allow  for  the  reasonable  return  on  the 
investment.  A  unique  aspect  of  this  system  is  the 
method  for  determining  the  allowance  for  value  of  the 
investment  component  (land,  building,  and  equipment) 
of  the  reimbursement  rate. 

The  Standard  Appraised  Value  (SAV)  method 
establishes  the  value  of  the  fixed  assets  as  a  long-term 
care  center,  thereby  discouraging  features  which 
detract  from  or  do  not  contribute  to  that  function  and 
encouraging  functional  utility.  The  Model  Facility 
Standard  is  drawn  from  Federal  and  State  regulations 
and  guidelines  and  from  accepted  industry  practice.  It 
offsets  the  fundamental  difficulty  of  the  reproduction 
cost  approach  by  providing  a  stable  base  for  deriving 
consistent  appraisals  of  long-term  care  properties. 

The  first  year's  work  included  the  design  and 
implementation  of  uniform  accounting  and  reporting 
procedures,  definition  of  the  Model  Facility  Standards, 
initial  appraisals  of  all  facilities,  the  evaluation  of  the 
appraisals,  and  the  establishment  of  a  rate  of  return. 
This  different  method  of  reimbursing  capital  costs  will 
ideally  discourage  rapid  turnover  in  facility  ownership 
and  encourage  greater  stability. 

The  project  will  end  in  1984. 


5.  Implications  of  Medicare  and  Medicaid  Policies 
for  the  Nursing  Home  Market 

HCFA  awarded  the  Urban  Institute  a  three-year  grant 
to  study  the  impact  on  the  nursing  home  market  of 
selected  Medicare  and  Medicaid  policies.  The  study  will 
be  a  comprehensive  analysis  of  the  effects  of  Medicaid 
reimbursement  policies  on  nursing  home  cost  inflation. 
It  will  also  assess  the  effect  of  reimbursement  policies 
on  the  quality  of  care,  access,  and  changes  in  industry 
characteristics. 

Data  from  cost  reports  of  250  to  300  nursing  homes  in 
each  of  four  years  (1977-1980)  in  eight  States  will  be 
analyzed.  The  grantee  will  select  States  both  for  their 
importance  in  terms  of  the  size  of  the  industry  and  for 
their  thoughtful  approach  to  reimbursement  policy.  The 
infla-tion  analysis  will  examine  various  cost 
components,  as  well  as  total  costs.  The  study  will  also 
examine  the  behavior  of  different  ownership  types,  high 
and  low  cost  homes,  and  homes  with  high  and  low 
proportions  of  Medicaid  patients. 

The  final  project  report  is  due  in  1983. 


6.  Public  Programs'  Impact  on  Use  of  Long-Term 
Care  Facilities  by  the  Elderly 

The  purpose  of  this  one-year  project  by  the  University 
of  Texas  Health  Science  Center  was  to  investigate  the 
impact  of  public  expenditures  for  non-institutional 
services  on  nursmg  home  use.  The  major  objectives  of 
the  study  were: 

•  to  investigate  the  importance  of  socioeconomic  and 
demographic  factors  as  well  as  the  availability  of 
publicly  funded,  community-based  options  to 
institutionalization  in  the  present  distribution  of  the 
elderly  among  alternative  long-term  care 
institutional  settings 

.  to  examine  the  institutional  and  economic  aspects 
of  substitutability  and  complementarity  among 
long-term  care  alternatives  and  to  provide  an 
economic  analysis  of  the  substitutability  between 
community  and  institutional  long-term  care  settings 

•  to  empirically  estimate  the  effect  of  public  program 
expenditures  on  the  distribution  of  the  chronically 
impaired  elderly  between  nursing  homes  and  non- 
institutional  settings 

Using  an  economic  model  built  on  various  data 
sources,  the  project  resulted  in  these  major  findings: 

•  Home  health  expenditures  under  Medicare, 
Medicaid,  and  Title  XX  programs  and  expenditures 
on  social  services  and  nutrition  programs 
authorized  under  the  Older  Americans  Act  did  not 
have  the  anticipated  impact  on  reducing  use  in 
either  higher  level  nursing  homes  or  all  nursing 
homes. 

•  Education  of  the  elderly  was  the  most  important 
influence  on  nursing  home  utilization  after 
controlling  for  epidemologic,  demographic,  and 
other  socioeconomic  factors. 

•  There  is  a  positive  and  statistically  significant 
relationship  between  interstate  migration  and 
nursing  home  usage.  This  may  be  a  result  of 
relocation  by  some  elderly  to  States  with  liberal 
Medicaid  eligibility  policies  and  high 
reimbursement  rates.  Reinforcing  this  may  be  the 
fact  that  many  newly  relocated  elderly  lack  close 
family  and  friends  on  whom  they  can  depend  in 
disabling  crises. 

•  Empirical  results  suggest  that  market  forces  are 
shifting  capacity  and  use  toward  an  equilibrium  in 
the  supply  of  and  demand  for  institutional  care. 
This  finding  is  consistent  with  the  prevailing 
conjecture  that  the  nursing  home  market  is 
characterized  by  a  chronic  shortage  of  beds. 


7.  Long-Term  Care:  Impact  of  State  Discretionary 
Policies 

This  three-year  research  project  at  the  University  of 
California,  San  Francisco,  which  began  in  March  1980, 
studies  currently  available  State  data  on  long-term  care 
and  State  discretion  in  the  major  programs  affecting 
availability,  scope,  and  cost  of  long-term  care  services 
for  the  aged. 

This  project  reviews  existing  data  reporting  systems 
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and  provides  an  inventory  of  current  State  policies 
affecting  long-term  care  under  SSI,  Medicaid,  and  the 
Title  XX  social  services  program.  It  also  examines  the 
relation  of  preconditioning  variables  (for  example, 
perceived  fiscal  crisis  in  the  State  and  policy  responses, 
economic  conditions,  etc.)  to  State  discretionary  long- 
term  care  policies  and  outcomes  (such  as  expenditures 
and  utilization). 

Finally,  the  project  assesses  how  State  discretionary 
policy  choices  affect  the  availability  and  utilization  of 
long-term  care  services  for  the  aged;  the  total  cost  and 
distribution  of  Federal,  State,  and  local  expenditures  for 
long-term  care  services  for  the  aged;  payment  systems 
for  long-term  care,  especially  in  the  private  sector;  the 
effects  of  these  systems  on  the  use  of  and  expenditures 
for  long-term  care  services  for  the  elderly;  and  the 
implications  for  Federal  and  State  policy,  particularly 
with  respect  to  effectiveness  of  cost  containment 
strategies.  Researchers  will  recommend  alternative 
Federal  and  State  policies. 

The  project  will  conclude  in  late  1983. 

8.  Cost  Containment  by  Nursing  Home 
Administrators 

The  primary  objective  of  this  project  at  the  University 
of  Washington  was  to  analyze  the  impact  of  cost 
containment  efforts  by  nursing  home  administrators  on 
the  cost  of  services  and  quality  of  care  in  long-term  care 
facilities.  The  project  researched  in  detail  the  variety 
and  efficacy  of  cost  control  (containment)  methods 
currently  used  by  nursing  home  administrators  to 
control  costs.  A  second  objective  was  to  study  the  effect 
of  facility  size  and  external  pressures  on  administrators' 
programs  to  contain  costs. 

The  project  used  a  pre-  and  post-test  control  group 
design.  Half  of  the  randomly  selected  homes  were 
assigned  to  the  control  group,  half  to  the  experimental 
group.  Interviewing  personnel  within  each  facility 
gathered  data.  They  collected  baseline  information  on 
the  presence  and  use  of  cost  control  methods,  the 
efficiency  (cost  of  services)  and  effectiveness  (quality  of 
care)  of  nursing  home  performance,  and  the  presence 
and  intensity  of  external  pressures  on  nursing  home 
administrators.  Afterward,  the  nursing  home 
administrators  in  the  experimental  group  received 
training  in  the  variety  of  methods  and  efficacy  of 
implementing  cost  controls.  Then  both  experimental 
and  control  groups  were  retested. 

This  two-year  project  concluded  late  in  1981. 

9.  Comparison  of  the  Cost  and  Quality  of  Home 
Health  and  Nursing  Home  Care 

HCFA  awarded  a  grant  to  the  Center  for  Health 
Services  Research  at  the  University  of  Colorado  Health 
Sciences  Center  to  evaluate  nursing  home  and  home 
health  care  provided  in  both  free-standing  and  hospital- 
based  settings. 

The  project  will  assess  cost  and  quality  of  care 
provided  under  four  organizational  arrangements:  free- 
standing nursing  homes,  hospital-based  nursing  homes, 


free-standing  home  health  agencies,  and  hospital-based 
home  health  agencies.  Policy  issues  addresses  will 
include  the  following:  Do  the  higher  costs  of  hospital- 
based  facilities  justify  different  treatment  from  free- 
standing units  for  reimbursement  and  regulatory 
purposes?  Is  home  health  care  a  cost-effective 
substitute  for  nursing  home  care  for  certain  types  of 
patients? 

The  study  will  be  conducted  over  a  four-year  period, 
and  final  results  will  be  available  in  1985. 

10.  Innovative  Methods  of  Pricing  Ambulatory 
Care  Treatment  for  Patients  with  Hypertension 

The  Peter  Bent  Brigham  Hospital  in  Boston  has  a 
grant  to  devise  reimbursement  techniques  that 
encourage  the  most  economical,  efficient,  and  effective 
long-term  management  of  hypertension.  Using  data 
from  the  recently  completed  five-year  Hypertension 
Detection  and  Follow-Up  Program  (HDFP)  of  the 
National  Heart  and  Lung  Institutes,  the  project  will 
ascertain  how  much  care,  on  the  average,  was  rendered 
for  the  treatment  of  hypertension  under  the  HDFP 
protocols  for  Stepped  Care  established  in  the 
participating  14  Clinical  Centers.  Then  researchers  will 
investigate  how  this  average  quantity  of  care  varied  with 
the  characteristics  of  patients,  the  stages  of  their 
disease,  and  the  differences  among  the  14  Clincial 
Centers  in  the  manner  in  which  care  was  provided. 

The  study  will  also  estimate  the  cost  of  providing 
such  services  under  Medicare  and  Medicaid  programs 
under  various  assumptions  concerning  the  prevalence 
of  hypertension  and  the  reimbursement  mechanisms 
that  might  be  used. 

The  final  goal  of  the  project  is  to  propose  Innovative 
Methods  of  Pricing  Ambulatory  Care  Treatment 
(IMPACT)  for  hypertension  that  will  encourage  the 
efficient  and  economical  provision  of  effective  care 
under  the  Medicare  and  Medicaid  programs  and  plan  an 
appropriate  demonstration  project  in  which  price 
schedules  developed  under  the  IMPACT  program  would 
be  tested. 

Final  results  from  this  project  are  due  in  late  1983. 

E.  Quality  and  Regulation 

HCFA  is  supporting  studies  of  the  relationships 
between  cost  and  quality  of  nursing  home  care  and 
their  potential  impact  on  nursing  home  regulation.  In 
addition,  the  agency  sponsors  demonstrations  of 
innovative  methods  of  streamlining  and  enforcing 
nursing  home  regulations.  Currently  these 
demonstrations  are  being  conducted  in  Wisconsin,  New 
York,  and  Massachusetts.  They  are  discussed  in  detail 
in  Chapter  VII,  "Quality  and  Effectiveness." 

1.  Long-Term  Care  Reimbursement  and 
Regulations 

The  University  of  Colorado  is  studying  the  relation- 
ships of  patient  mix  (case-mix),  quality  of  care,  and 
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costs  in  nursing  homes  in  Colorado  and  assessing  the 
practical  implications  of  the  findings  for  reimbursement 
and  regulation  policies. 

The  purpose  of  the  Colorado  project  is  to  analyze 
case-mix  and  quality  at  the  facility  and  resident  levels 
and  to  design  an  approach  for  analyzing  cost  at  the 
resident  level.  It  will  also  build  a  data  base  for 
longitudinal  analysis  at  the  facility  level  by  collecting 
data  for  1979  and  1980.  The  project  will  then  analyze 
reimbursement  and  regulatory  systems  and  assess  the 
implications  of  study  results  for  such  systems. 

Although  final  conclusions  are  not  currently  available, 
highlights  from  the  preliminary  analyses  are. 

.  At  the  resident  level,  several  of  the  case-mix 
measures  appear  to  capture  distinct  and  unrelated 
aspects  of  case-mix.  For  example,  problems  which 
require  medical  care  and  the  majority  of 
psychosocial  problems  are  unrelated  to  measures 
of  functional  ability. 

.  Analyses  at  the  facility  level  point  to  groups  of 
diagnosis  and  problems  which  cluster  together, 
indicating  that  there  are  probably  specific  facility 
groupings  which  emphasize  care  for  similar  types 
of  patients. 

•  Quality  of  care  and  case-mix  exhibit  a  strong 
relationship,  in  that  quality  appears  to  be 
significantly  negatively  related  to  both  the 
functional  disability  and  age  of  the  resident, 
decreasing  as  either  increases. 

•  The  financial  position  analysis  indicates  that  about 
20  percent  of  the  study's  nursing  homes  had 
insufficient  revenues  to  meet  reported  operating 
costs  in  1978.  The  average  study  facility  was  highly 
dependent  on  fvledicaid  reimbursement,  receiving 
over  two-thirds  of  its  revenues  from  that  program. 

•  Costs  are  generally  positively  related  to  the  degree 
of  functional  dependency  and  the  intensity  of  long- 
term  care  problems.  However,  once  case-mix  and 
quality  variables  are  taken  into  account,  few  facility 
charactersitics  are  strongly  related  to  costs. 

•  The  proportion  of  Medicaid  residents  in  a  facility  is 
negatively  related  to  operating  cost  per  day  but  not 
to  nursing  and  aide  cost  per  day. 

•  There  are  very  few  substantive  differences  between 
Medicaid  and  non-Medicaid  residents  in  terms  of 
long-term  care  problems,  functional  status,  or 
medical  diag-nostic  profiles.  Although  a  few 
statistically  significant  case-mix  differences  are 
found  between  Medicaid  and  non-Medicaid 
residents,  they  appear  to  be  significant  due 
primarily  to  the  large  number  of  residents  in  the 
sample  rather  than  to  major  case-mix  differences. 

2.  Medicare  Access  to  Physician  Services  in 
Nursing  Homes 

The  Center  for  Health  Economics  Research  has  a 
grant  to  analyze  the  factors  influencing  the  physician's 
willingness  to  make  nursing  home  visits,  describe  the 
characteristics  of  physicians  who  treat  many  nursing 
home  patients  and  those  who  treat  none  at  all,  examine 
physician  self-reports  of  why  they  do  not  make  nursing 


home  visits,  and  aniayze  physician  patterns  of  nursing 
home  care  within  diagnostic  groups. 

Particular  emphasis  will  be  placed  on  factors 
influencing  physician  involvement  which  are  most 
subject  to  policy  manipulation,  such  as; 

•  Medicare  Part  B  reimbursement  levels 

•  the  carrier  rate  of  reduction  or  disallowance  (that  is, 
the  percentage  of  times  the  Medicare  payment  is 
less  than  the  physician's  actual  charge) 

•  the  current  two-tiered  method  of  reimbursement  for 
nursing  home  visits 

•  physician  willingness  to  take  Medicare  claims  on 
assignment. 

The  major  sources  of  data  for  this  report  are  Medicare 
Part  B  claims  for  all  Michigan  physicians  available  from 
the  proposed  subcontractor.  Blue  Cross/Blue  Shield  of 
Michigan,  physician  and  area  characteristics  to  be 
collected  from  secondary  sources,  and  a  physician 
survey  to  obtain  information  not  available  from  these 
other  sources.  This  information  includes  proximity  of 
the  nursing  home  to  the  physician's  office  or  hospital, 
whether  the  physician  has  any  formal  relationship  to  a 
nursing  home  (for  example,  medical  director  of  a  SNF), 
size  of  his  or  her  non-Medicare  caseload,  etc. 

Analysis  of  data  in  this  project  will  consist  of 
descriptive  statistics  and  econometric  analyses  which 
will  examine  the  variations  in  nursing  home  visit  rates  as 
a  function  of  physician  characteristics.  The  final  report 
for  this  project  is  due  in  mid-1983. 

3.  Development  of  Patient  Classifications  of 
Resource  Use  in  Long-Term  Care 

Yale  University  has  a  HCFA  grant  to  study  the  relation 
of  patient  characteristics  (social/behavioral, 
demographic,  physical  limitations)  to  levels  of  resource 
use  in  nursing  homes.  The  study  will  develop  patient 
classification  groups  which  are  relatively  homogeneous 
in  the  amount  of  resources  required  for  their  care. 

The  study  builds  on  other  work  to  generate  patient 
classification  systems  for  inpatient-acute  care  and  on 
an  existing  computerized  long-term  care  patient 
assessment  system  which  has  been  demonstrated  to  be 
valid,  effective,  and  readily  applicable. 

The  findings  from  this  study,  and  specifically  the 
resource  utilization  groups,  will  provide  a  frame  of 
reference  by  which  policy  analysts  can  compare 
different  sites  and  systems  providing  long-term  care. 

F.  Coverage  of  Benefits 

In  response  to  innovations  in  services  delivered  to  the 
population.  Medicare  and  Medicaid  occasionally  test 
the  feasibility  of  including  new  benefits.  The  purpose  of 
these  demonstrations  is  to  assess  the  efficacy,  potential 
use,  costs,  and  administrative  aspects  of  new  benefits. 

1.  Medicare/Medicaid  Hospice  Demonstration 

Hospice  care  in  the  United  States  is  a  relatively  recent 
phenomenon  aimed  at  helping  terminally  ill  patients  live 
with  maximum  comfort  and  rtiinimal  disruption  to 
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routine  activity.  Hospices  emphasize  palliative  care  to 
control  pain  and  other  symptoms  of  terminal  illness.  In 
addition,  the  hospice  concept  views  the  patient  and 
family  as  a  single  unit.  Many  patients  are  able  to  remain 
at  home  with  their  families  while  receiving  services. 
Hospices  use  a  multidisciplinary  approach  to  deliver 
social,  psychological,  medical,  and  spiritual  services, 
employing  a  broad  spectrum  of  professional  and 
voluntary  care  givers. 

Because  the  concept  is  relatively  new  in  this  country, 
HCFA  has  implemented  a  hospice  demonstration 
project  which  permits  the  waiver  of  certain  statutory 
and  regulatory  requirements  to  allow  coverage  of 
hospice  services  provided  to  Medicare  beneficiaries  and 
Medicaid  recipients.  The  demonstration  has  a  24- 
month,  experimental  phase  during  which  hospice 
services  will  be  reimbursed.  In  addition,  there  will  be  a 
six-month  "wind-down"  period  which  will  allow 
coverage  to  continue  for  those  patients  who  become 
participants  at  the  end  of  the  program.  The  project  is 
likely  to  provide  a  basis  for  considering  more  flexible 
approaches  to  Medicare  and  Medicaid  reimbursement 
of  hospice  services.  The  operational  phase  of  the 
demonstration  began  October  1,  1980. 

Twenty-six  sites  were  selected  for  participation  in  the 
HCFA  hospice  demonstration  program.  The  choice  of 
these  26  was  based  on  the  need  for  evaluation  data  that 
would  reflect  urban  and  rural  differences  and  variations 
in  hospice  provider  types.  Of  the  demonstration 
hospices,  11  are  hospital-based,  11  are  home  health 
agency-based,  and  four  are  free-standing.  All  26  are 
either  certified  home  health  agencies  (HHAs)  or  have 
contractual  arrangements  with  certified  HHAs  to 
provide  home  health  services. 

Under  the  demonstration,  the  hospices  are  serving 
patients  who  have  1)  a  life  expectancy  of  six  months  or 
less,  2)  a  primary  care  giver,  such  as  a  relative,  friend, 
or  paid  attendant  who  is  available  to  provide  simple 
personal  care  and  emotional  support  on  an  around-the- 
clock  basis,  and  3)  entitlement  to  Hospital  Insurance 
benefits  (Medicare  Part  A)  and  Supplementary  Medical 
Insurance  benefits  (Medicare  Part  B),  eligibility  under 
Medicaid,  or  both. 

Participating  hospices  may  be  reimbursed  under  the 
demonstration  for  a  number  of  items  and  services  not 
currently  covered  by  Medicare  and  Medicaid.  Examples 
include  outpatient  prescription  drugs,  institutional 
respite  and  home  respite  services  (primary  care  giver 
relief),  visits  by  dieticians  and  homemakers,  supportive 
and  counseling  visits  to  hospice  patients  during 
occasional  hospital  stays,  continuous  care  (by  nurses, 
home  health  aides,  or  homemakers)  on  a  shift  basis  in 
the  home,  certain  self-help  devices,  inpatient  hospice 
care,  and  bereavement  services  to  family  members. 

The  project  evaluation  is  jointly  supported  by  HCFA, 
the  Robert  Wood  Johnson  Foundation,  and  the  John  A. 
Hartford  Foundation.  HCFA  and  the  foundations  have 
selected  Brown  University,  Division  of  Biology  and 
Medicine  to  conduct  an  independent  study  of  cost,  use, 
and  quality  of  care  provided  to  hospice  patients  and 
their  families. 


2.  Waiver  of  Prior  Hospitalization  Requirements 
for  Medicare  SNF  Coverage 

HCFA  provided  Medicare  waivers  and  contracted  with 
Blue  Cross  of  Oregon  and  Blue  Cross  of  Massachusetts 
in  1977  to  conduct  demonstrations  in  eliminating  the 
three-day  prior  hospitalization  requirement  for  SNF 
coverage.  The  purpose  was  to  determine  whether  a 
waiver  of  the  three-day  requirement  would  lower  overall 
costs  for  both  the  patient  and  the  Medicare  program.  In 
addition,  the  contractors  determined  if  the  three-day 
requirement  ordinarily  imposes  a  burden  on  Medicare 
patients  who  may  need  SNF  care  but  not  hospital  care. 

During  the  experiment,  all  other  criteria  involved  in 
the  Medicare  SNF  level-of-care  decisions  remained 
unchanged.  Use  of  the  waiver  option  in  Massachusetts 
and  Oregon  was  low  compared  to  the  HCFA  Office  of 
Actuary's  national  estimate  of  a  25  percent  increment  in 
SNF  usage.  The  Oregon  waiver  project  accounted  for 
7.4  percent  of  the  Medicare  SNF  utilization  in  the  28 
participating  facilities  during  the  demonstration  period; 
for  Massachusetts,  it  was  1 1.5  percent.  Because  some 
patients  involved  would  have  gone  to  the  hospital  and 
transferred  to  SNF  care  afterward,  the  actual  increment 
in  nursing  home  use  due  to  the  waiver  is  somewhat  less 
than  these  figures. 

The  utilization  rates  for  the  two  States  were  0.38  and 
0.23  waiver  admissions  per  bed  in  Oregon  and 
Massachusetts,  respectively;  the  number  of  waiver 
admissions  per  1,000  Medicare  enrollees  was  1.3  in 
Oregon  and  0.7  in  Massachusetts. 

Both  States  had  similar  experiences  with  respect  to 
the  length  of  stay.  In  Oregon,  79  percent  of  Medicare 
covered  stays  were  less  than  31  days;  in  Massachusetts, 
69  percent  were  less  than  31  days.  The  average  covered 
days  under  the  demonstration  varied  between  the  two 
States:  26.6  days  for  Massachusetts  and  20.5  days  in 
Oregon. 

The  two  States  differed  in  sources  of  admission  and 
patient  diagnostic  characterisitcs.  In  Massachusetts,  70 
percent  of  all  waiver  admissions  were  internal  transfers 
from  a  lower  level  within  the  institutions.  Direct  admis- 
sions from  home  represented  another  22  percent; 
transfers  from  other  nursing  homes  accounted  for  6 
percent,  and  hospital  transfers  for  2  percent. 

The  composition  of  admissions  differed  in  Oregon; 
only  transfers  from  other  nursing  homes  (8  percent) 
were  close  to  the  percentages  found  in  Massachusetts. 
Home  admissions  represented  40  percent  of  all 
admissions  (almost  twice  the  Massachusetts  figure);  39 
percent  of  admissions  were  internal  transfers  (again 
about  half  the  rate  for  Massachusetts),  and  13  percent 
were  from  hospitals. 

The  evaluation  contract  was  awarded  to  Abt 
Associates  in  September  1979. 

3.  Evaluation  of  Swing-Bed  Experiments 

Many  rural  communities  have  too  many  hospital  beds 
and  too  few  nursing  home  beds.  In  response  to  this 
dilemma,  HCFA  sponsored  experiments  from  1976  to 
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1980  which  permitted  82  rural  hospitals  with  low 
occupancy  in  Texas,  Iowa,  and  South  Dakota  to  "swing" 
the  classification  of  a  bed  and  the  level  and  type  of  care 
to  provide  either  acute  or  long-term  services  depending 
on  patient  needs. 

The  enactment  of  Medicare  and  Medicaid  enforced  a 
separation  of  the  once  more  flexible  acute  and  long- 
term  care  services,  and  in  some  cases  resulted  in  an 
imbalance  of  services  in  areas  with  few  facilities  and 
resources.  The  "swing-bed"  experiment  waived  certain 
regulations  and  modified  reimbursement  formulas  to 
permit  this  flexibility,  provided  that  hospitals  did  not 
renovate  or  build  facilities  to  participate. 

HCFA  awarded  a  contract  to  the  University  of 
Colorado  to  evaluate  the  swing-bed  demonstration, 
focusing  on  cost  and  quality  issues  as  well  as 
examining  the  feasibility  of  a  national  rural  swing-bed 
program.  The  evaluation  examined  the  acceptability  of 
the  concept  to  hospital  staffs,  use  of  the  services  by 
Medicare  beneficiaries,  quality,  and  reimbursement 
issues. 


The  University  of  Colorado  concluded  that 
implementation  of  the  swing-bed  program  on  a  national 
basis  is  feasible  and  desirable.  The  demonstration 
program  satisfied  a  previously  unmet  demand  for 
nursing  home  care  and  did  so  in  the  most  cost-effective 
manner.  While  total  Medicare  costs  would  increase 
slightly  initially,  the  unit  cost  (per  long-term  care  patient 
day)  would  be  less  than  the  cost  associated  with 
providing  similar  care  in  existing  nursing  homes,  and 
even  less  when  compared  to  costs  of  new  construction. 
Net  savings  to  Medicare  resulted  from  reducing 
Medicare  expenditures  for  acute  hospital  care. 

The  quality  of  care  provided  in  the  demonstration 
hospitals  was  found  to  be  adequate.  The  evaluator 
found  quality  in  the  demonstration  sites  to  be  slightly 
lower  than  in  the  comparison  nursing  homes  but  felt 
that  these  differences  would  disappear  over  time  as 
hospitals  became  familiar  with  long-term  care  services. 
Finally,  hospital  staff  appeared  to  accept  the  swing-bed 
concept.  The  evaluator  also  provided  suggestions  for 
national  implementation  should  such  a  law  be  enacted. 
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CHAPTER  III 


Physician  Reimbursement 


A.  Introduction 

Although  only  19  cents  of  the  U.S.  health  care  dollar 
is  spent  on  physician  services,  an  additional  50  cents 
pays  for  other  health  services  ordered  by  physicians. 
Physician  reimbursement  policies,  therefore,  play  a 
significant  role  in  determining  utilization  and 
expenditures  of  the  entire  health  care  system.  For  this 
reason,  physician  reimbursement  has  been  designated 
as  a  priority  area  in  the  HCFA  research  and 
demonstration  program. 

The  major  areas  of  HCFA  research  and 
demonstrations  on  physician  reimbursement 
concentrate  on  the  following  topics: 

•  Economic  Analysis  of  Physician  Services— This 
includes  studies  to  document  trends  and  patterns  in 
physician  prices,  practices,  and  market  behavior 
and  studies  to  assess  physician  responses  to 
variations  in  HCFA  and  other  third-party 
reimbursement. 

•  Studies  of  Physician  Participation  in  HCFA 
Programs — This  includes  studies  of  physician 
acceptance  of  Medicare  assignment,  analyses  of 
Medicaid  participation  or  practice  patterns, 
physician  response  to  administrative  requirements, 
coverage  and  reimbursement  regulation,  effects  on 
beneficiaries  (such  as  out-of-pocket  costs),  and 
demonstrations  of  innovative  approaches  in 
increasing  access  to  services. 

•  Development  of  Alternative  Physician 
Reimbursement  Systems — This  includes  efforts  to 
establish  common  medical  procedural  terminology 
and  coding  systems,  studies  of  diagnostic  related 
service  patterns,  studies  of  foreign  health  care 
financing  systems,  development  of  fee  schedules, 
and  refinement  of  the  Medicare  Economic  Index. 

B.  Studies  Using  Paid  Claims  as  the 
Unit  of  Analysis 

1.  Effect  of  Reimbursement  Arrangements  on 
Physicians'  Services 

The  Urban  Institute  has  a  grant  to  expand  on  its 
earlier  work  on  physician  billing  behavior  in  California. 
Based  upon  Medicare  and  Medicaid  claims  from  a 
sample  of  5,000  California  solo  practitioners  and  2,000 
group  practitioners  between  1973  and  1978,  this  project 
examines  a  number  of  issues,  including:  1)  the  effect  on 
price  and  service  patterns  of  dramatic  increases  in 
California  malpractice  premium  costs,  2)  the  effect  of 
the  Medicare  Economic  Index.  3)  changes  in  physician 
pricing  and  service  behavior  attributable  to  the  adoption 
of  specialty  reimbursement  differentials, 
4)  development  of  a  comprehensive  Medicare 
assignment  model,  5)  trends  in  charges,  payments, 


quantity  and  intensity  of  services,  and  6)  pricing  and 
service  patterns  of  new  physicians. 

The  project  has  found  that  the  Economic  Stabilization 
Program's  wage-price  controls  of  1971  to  1974  were 
effective  in  containing  the  per  unit  price  of  physician 
services  but  that  they  did  little  to  control  the  amount  of 
revenue  which  physicians  derived  from  Medicare  or 
Medicaid  due  to  increases  in  the  number  of  services  and 
shifts  to  more  complex  services. 

The  Urban  Institute  is  now  examining  the  behavior  of 
physicians  in  outpatient  departments. 

2.  Pricing  Behiavior  of  Pennsylvania  Physicians 

Pennsylvania  Blue  Shield,  the  contractor  for  this 
study,  used  Medicare  and  Blue  Shield  data  on  private 
patients  from  1973  to  1978  to  examine  physician  pricing 
behavior  and  its  implications  for  program  spending.  The 
first  topic  investigated  was  the  variation  and 
longitudinal  trends  in  physician  service  prices  in 
different  areas  of  Pennsylvania  and  physician  practice 
and  socioeconomic  characteristics  of  associated 
localities.  Second,  the  study  analyzed  the  extent  of,  and 
trends  in,  the  practice  of  price  differentiation  by 
individual  physicians  in  Pennsylvania. 

The  contractor  also  looked  at  factors  influencing 
physician  decisions  to  participate  in  Blue  Shield  and 
Medicare  on  assignment,  and  the  composition  of  Blue 
Shield  and  revenues  derived  from  Medicare.  Finally,  it 
simulated  the  effects  of  alternative  reimbursement 
practices.  A  preliminary  finding  was  that  1978  Medicare 
reimbursements  per  service  exceeded  private  payments 
by  nearly  10  percent  when  compared  to  all  lines  of 
private  business  (customary,  prevailing,  and  reasonable, 
as  well  as  fee  schedule).  Another  preliminary  finding 
was  that  physicians  who  accepted  assignment  on  more 
than  90  percent  of  their  claims  tended  to  be  members  of 
group  practices  that  served  large  numbers  of  private 
patients,  had  high  charges,  and  provided  a  high  level  of 
ancillary  services. 

The  project  ended  in  1981. 

3.  Study  of  Trends  in  Physicians'  Fees 

This  five-year  grant,  awarded  in  1978  to  Pennsylvania 
Blue  Shield,  will  provide  HCFA  with  baseline  data  to 
assess  changing  price  and  service  patterns  in  the 
physician  sector.  In  conjunction  with  other  studies, 
these  data  will  enable  HCFA  to  document  physician 
responses  to  reimbursement  changes,  locality 
consolidations,  or  the  effects  of  the  Medicare  Economic 
Index.  The  data  for  this  grant  include  Medicare  and 
private  Blue  Shield  paid  claims  from  1974  to  1983  for 
five  States— Pennsylvania,  South  Carolina,  Vermont, 
New  Hampshire,  and  Colorado.  Both  physician  and 
procedure  data  files  are  being  developed  from  paid 
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claims  records  and  prices.  The  grantee  is  constructing 
quantity  and  intensity  indexes  for  specific  procedures 
as  well  as  for  individual  practices,  counties,  and  States. 
Researchers  are  also  analyzing  trends  for  physician 
billed  charges  and  Medicare  and  private  payments.  This 
project  will  also  examine  the  validity  of  the  physician 
component  of  the  Consumer  Price  Index. 

4.  Analysis  of  Physician  Fees  and  Pricing 
Behavior 

The  University  of  Southern  California  (USC)  has  a 
contract  to  describe  and  analyze  various  types  of  fees 
for  physician  services.  In  addition,  USC  is  developing 
and  empirically  testing  various  explanations  of 
physician  pricing  behavior  under  third-party  financing 
programs,  using  data  reported  to  Medicare  and  private 
health  insurance. 

The  contractor's  investigations  include  a  longitudinal 
analysis  of  fees  for  specific  procedures  and 
compensation  within  specialty  and  locality.  The  project 
is  also  studying  fees  and  pricing  behavior  in  relation  to 
physician  characteristics.  These  analyses  are  based 
upon  data  obtained  from  Blue  Shield  plans  through  a 
subcontract  between  USC  and  the  Blue  Shield 
Association  and  from  recognized  published  sources  of 
information  concerning  physician  fees  and  physician 
characteristics. 

The  contractor  has  prepared  descriptive  tabulations 
comparing  physician  charges  and  third-party  allowed 
charges  over  time  and  by  line  of  business,  geographic 
areas  such  as  State  or  county,  and  other  factors.  In 
addition,  USC  has  analyzed  variations  in  prices  and  use 
of  services  and  physicians'  willingness  to  become  Blue 
Shield  "participating  physicans."  One  of  USC's 
preliminary  findings  is  that  physicians'  willingness  to 
participate  in  Blue  Shield  is  highly  sensitive  to  the  level 
of  the  specific  Blue  Shield  plan's  payment  allowances. 

5.  Study  of  Use  of  Medicare  Part  A  Data  File  to 
Compare  Health  Service  Areas 

This  contract,  with  the  Codman  Research  Group,  Inc., 
used  "small  area"  analyses  to  examine  hospital  market 
areas  and  PSRO  impact  in  Maine.  Researchers 
developed  physician  service  areas  in  Maine  and 
compared  the  areas  that  can  be  observed  using 
Medicare  data,  Medicaid  data,  and  private  insurance 
data.  These  comparisons  examined  the  correspondence 
between  patient  service  areas  derived  for  the  three 
types  of  insurance  programs  and  variations  in  per 
beneficiary  reimbursements  across  the  areas.  The 
contract  ended  in  1981. 

6.  The  Impact  of  Physician  Supply  and  Regulation 
on  Physician  Fees  and  Use  of  Services 

Blue  Cross  and  Blue  Shield  of  Michigan  (BCBSM)  will 
use  paid  claims  files  to  examine  the  issue  of  physician- 
induced  demand.  BCBSM  will  examine  market  areas  in 
Michigan  with  private  and  Medicare  Blue  Cross-Blue 


Shield  paid  claims  from  1975  through  1979.  Researchers 
will  also  investigate  the  impact  of  physician  supply  and 
regulation  on  the  price  and  quantity  of  physician 
services. 

To  supplement  the  paid  claims  data,  BCBSM  will 
survey  a  sample  of  Michigan  physicians  to  determine 
amenities,  workload/hours,  non-Blue  Shield  volume, 
and  charges.  This  project  will  describe  and  analyze 
variation  in  per  capita  use  across  market  areas.  BCBSM 
will  use  patient  illness  diagnostic  tracers  from  physician 
billing  data.  They  will  apply  a  "Reinhardt  test"  of 
physician  inducement,  using  fees  while  holding  relevant 
supply,  demand,  and  amenities  variables  constant. 

The  project  will  end  in  1983. 

C.  Special  Data  Efforts 

1.  Physician-induced  Demand  for  Surgical 
Operations 

HCFA  awarded  a  grant  to  the  Center  for  Health 
Economics,  Boston  University,  to  assess  the  extent  to 
which  the  supply  of  surgeons  influences  surgery  rates, 
fees,  and  expenditures  for  surgery.  The  study  used 
cross-section  time-series  data  produced  by  merging 
Health  Interview  Survey  data  (from  NCHS),  physician 
distribution  data  (from  the  AMA),  and  HCFA  data  on 
Medicare  prevailing  charges  for  the  period  1969  to  1976. 

The  grantee  used  econometric  analysis  to  estimate 
the  extent  of  the  relationship  between  physician  supply 
and  surgery  rates.  The  major  finding  was  that  supply 
induced  demand,  primarily  for  elective  surgery:  a  10 
percent  increase  in  supply  led  to  a  1.3  percent  increase 
in  elective  surgery  and  a  1  percent  increase  in  total 
surgery.  The  estimated  utilization  equations  also  reveal 
that  the  alternative  result  of  inducement— if  utilization 
rates  were  to  remain  unchanged — would  be  an  increase 
in  physician  fees,  especially  in  larger  urban  areas.  This 
is  contrary  to  expected  behavior— reduced  fees  due  to 
increased  competition— and  may  be  the  result  of  price 
floors  determined  by  the  prevalence  of  usual, 
customary,  and  reasonable  reimbursement  methods. 

The  study  concluded  that  such  policy  tools  as  fee 
regulation  and  utilization  review  will  not  effectively  con- 
strain the  problems  and  that  new  reimbursement 
approaches,  such  as  capitation,  might  be  needed. 
Otherwise  fee  regulation  might  be  met  by  increases  in 
discretionary  surgery. 

The  final  report,  with  more  detailed  findings,  was 
published  in  March  1981  and  is  available  from  HCFA.' 

2.  Analysis  of  Physician  Pricing  Behavior 

In  1976,  HCFA  awarded  a  contract  to  Harvard 
University  to:  1 )  identify  patterns  of  physicians' 
charges;  2)  describe  how  the  prices  for  physicians' 
services  are  determined,  including  the  roles  Blue  Shield 
plans  and  commercial  insurance  companies  play  in 
pricing  decisions;  and  3)  explain  how  prices  influence 
physicians'  behavior  in  terms  of  quantities  and  mix  of 
services  supplied,  the  trade-off  between  work  and 
leisure  time,  and  speciality  choice. 
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Analysis  of  actual  charges  to  Medicare  beneficiaries 
in  24  States  in  1971  for  13  relatively  standard  and 
common  procedures  revealed  fees  to  be  widely  but  nor 
normally  distributed  within  communities.  In  addition, 
the  study  found  that  in  1971,  two  to  threefold 
differences  existed  in  charges  among  physicians  for 
routine  office  visits,  with  the  range  larger  for  medical 
procedures  than  for  surgical  procedures.  One 
difference  between  the  distributions  of  surgical  and 
medical  procedures  is  that  medical  visit  charges  were 
concentrated  in  the  lower  price  range;  the  opposite  is 
true  for  surgical  procedures.  The  study  also  found  that 
1971  Medicare  reimbursements  would  have  increased  in 
most  States,  often  by  10  percent  or  more,  if  fee 
schedules  had  been  established  at  the  75th  percentile. 
Total  payments,  however,  would  have  decreased  in 
some  States  by  10  percent  (more  in  a  few  cases)  if  fee 
schedules  had  been  established  at  the  50th  percentile. 

The  study  also  tested  whether  pysicians  use  a 
standard  relative  value  schedule  (RVS)  with  conversion 
factors  of  their  own  choice  in  pricing  decisions.  Fees  for 
selected  medical  and  surgical  procedures  of  individual 
physicians  were  statistically  fitted  to  the  RVS 
promulgated  in  that  State.  The  study  found  that 
physicians  do  not  consistently  adhere  to  a  common 
RVS  in  their  pricing  decisions. 

The  contractor  developed  a  methodology  to  assess 
the  relative  values  of  surgical  and  medical  visit 
procedures  on  the  basis  of  resource  costs.  The  resource 
costs  considered  included  the  time  to  perform  the 
procedure,  the  complexity  of  the  service,  inter-specialty 
differences  in  the  opportunity  costs  of  training,  and 
overhead  costs.  The  study  calculated  the  resource  costs 
for  26  surgical  procedures  in  five  surgical  specialties 
and  compared  them  with  Medicare  prevailing  charges 
and  California  Relative  Value  Study  unit  values.  The 
results  indicated  dramatic  discrepancies  between 
existing  reimbursement  levels  and  resource  costs  for 
office  visits  compared  with  surgical  procedures. 
Depending  on  the  procedure  and  specialty,  the  study 
found  that  on  the  average,  surgical  procedures  were 
overvalued  compared  to  medical  visits  by  a  factor  of 
between  two  and  three. ^ 

The  contractor  formulated  several  models  of  the 
factors  governing  the  labor  supply  and  pricing  behavior 
of  doctors.  They  stressed  different  aspects  of  the 
market  for  health  care  services.  One  effort  analyzed  the 
existence  of  cartel-like  behavior  on  the  part  of  medical 
specialists.  A  second  investigated  the  impact  of  supply 
upon  use  of  services.  A  counterpart  study  operated 
under  the  assumption  that  differences  in  utilization  may 
be  accounted  for  exclusively  by  variation  in  patient 
characteristics.  Yet  another  analyzed  physician 
behavior  within  the  context  of  a  traditional  human 
capital  model,  appropriately  modified.  The  entire  study 


'Health  Care  Financing  Grants  and  Contracts  Reports, 
Physician  Induced  Demand  for  Surgical  Operations,  March 
1981. 

^Hsaio,  W.  C.  and  W.  B.  Stason,  'Toward  a  Relative  Value  Scale 
for  Medical  and  Surgical  Services,"  Health  Care  Financing 
Review.  Volume  1  No.  2,  Fall  1979,  pp.  23-28. 


was  completed  in  late  1980. 

3.  Studies  in  Physician  Reimbursement 

HCFA  awarded  a  four-year  grant  to  Princeton 
University  in  1979  to  examine  the  role  of  fee  schedules 
in  physician  reimbursement  under  third-party  payment 
systems.  Specific  tasks  include  development  of  the 
conceptual  basis  for  fee  schedules  and  analytic 
frameworks  for  assessment  of  changes  within  them,  as 
well  as  descriptive  analyses  of  fee  schedules  and 
relative  price  structure  in  the  United  States.  An 
important  adjunct  is  a  review  of  fee  schedules  and 
relative  value  studies  in  several  foreign  countries 
(Canada,  France,  and  West  Germany)  and  a  resurvey  of 
a  sample  of  general  practitioners  in  Quebec  to  examine 
their  responses  to  fee  schedules. 

4.  Simulation  of  the  Effects  of  Changes  in  Medical 
Procedural  Terminology  Systems 

A  contract  with  Moshman  Associates  will  assist  HCFA 
in  its  long-range  effort  to  establish  a  common  medical 
procedural  terminology  system  for  the  Medicare, 
Medicaid,  and  PSRO  programs.  Moshman  researchers 
have  analyzed  and  compared  the  major  procedural 
terminology  and  coding  for  their  appropriateness  to 
conventional  medical  practice.  Moshman  is  also 
developing  more  aggregate  reimbursement  groupings 
and  simulating  alternative  reimbursement  schemes.  The 
development  and  characteristics  of  three  major  systems 
have  been  documented. 

The  research  has  indicated  that  opportunities  for 
itemization  in  billing  (that  is,  unpackaging  of  services) 
have  increased.  This  greatly  enhances  the  possible 
proliferation  of  billing  categories,  which  would  indicate 
an  increase  in  the  number  of  services  while  the  services 
provided  actually  remain  the  same.  The  effects  of 
changes  in  medical  procedural  terminology  on  program 
outlays,  utilization  statistics,  reimbursement,  and  claims 
processing  are  being  assessed.  Researchers  are 
estimating  the  outlay  effects  of  converting  25  or  more 
current  systems. 

The  contractor  prepared  materials  to  simplify  conver- 
sion of  the  more  than  100  systems  used  in  Medicare  and 
Medicaid  physician  reimbursement  into  one  system. 
Moshman  also  completed  a  prototype  for  a  universal 
procedure  labeling  system  which  merges  reportable 
ICD-9-CM  surgical  procedures  into  CPT-4. 

This  project  will  be  completed  in  1982. 

5.  Graduate  Medical  Education:  Financing,  Costs, 
and  Organization 

In  1978,  HCFA  awarded  a  three-year  grant  to  the 
Urban  Institute  to  study  three  major  aspects  of  graduate 
medical  education:  financing,  effects  of  physician 
reimbursement  on  various  components  of  graduate 
medical  education,  and  how  teaching  programs 
influence  costs  and  use  of  resources  within  teaching 
hospitals. 

To  analyze  how  various  third-party  insurers  reimburse 
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teaching  hospitals,  the  researchers  surveyed  all 
hospitals  with  more  than  100  beds  and  sampled  those 
with  less  than  100  beds.  Questions  focused  on  financing 
of  services  provided  by  outpatient  and  ambulatory 
clinics,  teaching  physicians'  salaries,  patient  care 
services  provided  by  teaching  physicians,  and  house 
staff  stipends. 

The  second  issue  was  addressed  under  three  discrete 
analyses.  One  focused  on  the  impact  of  reimbursement 
on  methods  of  compensating  teaching  physicians; 
another  looked  at  the  effect  of  reimbursement  on  house 
staff  stipends.  The  focus  of  the  former  is  on  the 
hospital-based  specialties  of  radiology,  pathology,  and 
anesthesiology.  The  third  analysis  examined  the  impact 
of  reimbursement  on  the  supply,  specialty  mix,  and 
geographic  distribution  of  residency  positions  offered. 

The  final  issue  was  the  effect  of  teaching  programs  on 
costs,  ancillary  services,  and  length  of  stay  in  hospitals. 
This  analysis  considered  such  questions  as  whether, 
having  adjusted  for  case-mix,  patients  in  teaching 
hospitals  receive  more  ancillary  services  than  patients 
in  nonteaching  hospitals;  whether,  having  adjusted  for 
case-mix,  teaching  or  non-teaching  hospitals;  whether, 
having  adjusted  for  case-mix,  teaching  or  non-teaching 
hospitals  have  longer  lengths  of  stay;  whether  residents 
serve,  in  part,  as  substitutes  for  other  personnel  such  as 
RNs;  and  whether  particular  mixes  of  training  programs 
affect  costs  in  teaching  hospitals. 

The  Urban  Institute  used  five  national  data  sets  to 
analyze  .these  issues;  the  1975  Institute  of  Medicine 
survey  of  1,000  teaching  hospitals,  the  Vanderbilt 
University  hospital  file,  the  1974  American  Hospital 
Association  survey  of  medical  staff  organizations,  the 
1973  Professional  Activity  Study  of  patient  discharges, 
and  the  1973  Hospital  Administrative  Services  data  file. 

6.  An  Episode  Approach  to  Utilization  Costs  and 
Effectiveness  in  Health  Care 

Kaiser  Foundation  Research  Institute  used  physician 
consultants  to  select  several  diagnoses  characterized  by 
frequency  of  occurrence  or  extensive  resource  use 
under  a  1972  grant.  Kaiser  constructed  data  files  to 
determine  and  explian  variations  in  patterns  of  services 
and  care  associated  with  each  diagnosis.  The  study 
determined  and  measured  rates  of  technical 
substitution  between  inpatient  and  ambulatory  care, 
professional  and  paramedical  care,  telphone  and  face- 
to-face  communications,  and  similar  alternatives,  to 
identify  the  most  efficient  and  effective  packages  of 
services  for  each  diagnosis. 

The  project  ended  in  1981. 

D.  Data  on  Individual  Physician  Practices 

To  meet  the  need  for  reliable  data  on  physicians' 
practice  costs  and  incomes  to  refine  the  Medicare 
Economic  Index,  HCFA  sponsored  a  national  survey. 
The  resulting  data  are  being  used  to  perform  several 
further  analyses,  as  described  in  this  section.  The 
national  survey  covered  15  office-based  and  three 
hospital-based  specialties,  collecting  data  for  three 
consecutive  years.  The  National  Opinion  Research 


Center  (NORC),  under  contract  with  HCFA,  conducted 
the  survey.  The  1976  survey  collected  data  on  4,025 
physicians;  over  5,000  physicians  were  surveyed  in  1977 
and  1978.  NORC  selected  the  sample  of  physicians 
(stratified  by  specialty)  and  conducted  a  half-hour 
survey  by  phone  with  the  physician  or  the  appropriate 
member  of  his  or  her  staff.  The  contents  of  the 
questionnaire  included  practice  characteristics  (for 
example,  practice  size,  incorporation  status),  hours 
worked  by  treatment  setting  (for  example,  office, 
hospital),  number  of  visits  by  treatment  setting,  practice 
expenses  by  item,  net  income  of  the  physician,  gross 
income  of  the  practice,  fees  for  selected  procedures  by 
type  of  insurer,  and  patient  characteristics  (such  as 
insurance  and  race). 
The  studies  that  used  these  data  are  described  below. 

1.  Analysis  of  Physician  Decisions  About  Work 
Environment,  Input,  Pricing,  and  Productivity 

The  University  of  Pennsylvania  studied  physicians' 
decision-making  concerning  the  organization  of  their 
practices  by  using  a  new  line  of  inquiry.  The  project 
used  factor  analysis  of  the  clusters  of  practice  attributes 
among  which  physicians  must  choose,  including  inputs 
(staffing,  etc.),  prices,  and  outputs  (or  services). 

The  objective  of  the  study  was  to  identify  latent 
characteristics  or  "styles"  of  practice. 

Styles  may  be  thought  of  as  characteristics  of  the 
practice  which  transcend  single  attributes.  These  styles 
appeared  useful  in  explaining  the  range  in  the 
attributes,  and  they  correspond  to  concepts  of  practice 
style  which  have  arisen  from  previous  research  and 
observation. 

The  contractor  identified  five  styles  of  practice 
composed  of  these  clusters  of  practice  attributes: 
1)  many  aids,  high  net  income,  many  patients,  and  long 
hours;  2)  a  high  proportion  of  low  income  patients, 
Medicaid  patients,  and  black  patients;  3)  high  fees,  high 
income  patients,  and  high  net  incomes;  4)  no  Medicare 
patients  and  patients  without  insurance;  and  5)  many 
non-medical  hours  and  many  hours  in  other 
professional  activities. 

The  project  ended  in  1981. 

2.  The  Relationship  Between  Hospitals  and 
Physician  Costs,  Outputs,  Prices,  and  Income 

HCFA  awarded  a  contract  to  Northwestern  University 
to  examine  the  effect  of  hospital  inputs  on  physician 
practice  costs,  incomes,  outputs,  and  prices.  The 
grantee  linked  data  from  the  Physician  Practice  Costs 
Survey  with  data  on  those  hospitals  identified  by  each 
survey  physician  as  his/her  primary  hospital  affiliation. 
This  allowed  the  construction  of  a  number  of  measures 
of  hospital  inputs  for  the  office-based  physician's 
practice:  hospital  employees  per  active  staff  physician, 
medical  staff  appointments  per  area  physician,  hospital 
bed  size,  and  hospital  control. 

The  analysis  was  based  on  a  conceptual  model  of  the 
interaction  between  physician  practices  and  hospital 
inputs.  The  model  assumes  that  the  level  of  hospital 
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inputs  and  costs  cannot  be  affected  by  the  individual 
physician.  The  empirical  results  identified  several 
significant  relationships:  hospital  staff  have  a  significant 
posi-tive  effect  on  physician  output  and  no  effect  on 
physician  practice  costs.  They  have  a  possible  negative 
effect  on  physician  prices  and  no  effect  on  physician 
incomes. 
The  project  ended  in  1981. 

3.  Analysis  of  Physicians'  Input  Decisions 

The  National  Bureau  of  Economic  Research  (NBER) 
studied  the  question  of  whether  physicians  employ 
sufficient  numbers  of  aides  (nurses,  technicians,  etc.)  to 
maximize  efficiency.  NBER  re-examined  and  re-tested 
the  work  of  Uwe  Reinhardt  on  physician  production 
functions,  using  a  sample  more  than  four  times  larger. 
The  results  showed  that  the  production  function 
(amount  of  outputs  given  the  inputs  used)  of  physicians 
has  changed  significantly  in  the  decade  following 
Reinhardt's  analysis. 

The  NBER  analysis  shows  that  physicians  are  now 
employing  the  right  number  of  aides  to  produce  a  given 
output  and  that  in  only  a  minority  of  cases  is  there 
under-usage  of  aides.  These  findings  stand  in  sharp 
contrast  with  those  of  Reinhardt,  who,  on  the  basis  of 
estimated  production  functions,  concluded  that  these 
auxiliary  inputs  were  being  under-used.  He  said  that 
physicians'  output  (visits)  could  have  been  increased  by 
25  percent  if  the  optimal  number  of  aides  had  been 
employed. 

NBER  argued  that  Reinhardt's  production  function 
specification  produced  biased  estimates  and  that  the 
direction  of  these  estimates  was  positive,  resulting  in 
overestimates  of  output  with  given  use  of  aides.  The 
new  data  and  the  NBER  re-estimation  of  the  production 
function  show  that  aides  are  not  being  under-used. 

In  addition,  this  study  found  that,  given  the  optimal 
use  of  aides,  group  practice  physicians  produce 
substantially  more  visits  than  solo  physicians.  Thus,  to 
the  extent  that  visits  are  a  proper  measure  of  output, 
group  practices  are  more  efficient  and  should  therefore 
be  encouraged.  However,  since  input  use  is  found  to  be 
appropriate,  no  policy  changes  in  this  regard  are 
necessary. 

4.  Physician  Productivity,  Remuneration  Method,  and 
Supplier-Induced  Demand 

Washington  University  developed  a  model  of 
physician  behavior  under  three  alternative  payment 
methods:  out-put-based,  time-based,  and  fixed 
incomes.  The  model  demonstrated  the  efficiency  of 
output-based,  reimbursement  (for  example,  a  fee-for- 
service  system).  This  preference  for  an  output-based 
system  was  true  both  for  physicians  and  patients. 

The  researchers  concluded  that  under  the  most  likely 
conditions,  physicians  who  work  under  a  fee-for-service 
arrangement  will  generate  higher  incomes,  work  more 
hours,  and  spend  more  for  other  health  services  (such 
as  tests)  than  those  who  work  on  a  salaried  basis. 
Researchers  derived  hypotheses  of  less  income,  time  at 
work,  and  work  expenditures  for  salaried  physicians. 


Data  from  the  1976  Survey  of  Practice  Costs  and 
Income  of  Office-Based  Physicians  support  the 
assumed  predominance  of  output-based  incomes  and 
the  anticipated  lower  earnings  and  practice  expenses  of 
fixed  incomes.  However,  researchers  also  found  the 
unexpected  results  that  salaried  employees  of  single 
physicians  work  longer  hours  and  make  more  patient 
visits  per  dollar  of  net  income. 

The  empirical  estimates  also  supported  a  limited 
interpretation  of  supplier-induced  demand.  The  results 
suggest  that  physician  incomes,  office  hours,  total 
medical  hours,  and  office  visits  were  unaffected  by  the 
density  of  physicians  in  the  area.  But  each  physician's 
hours  of  hospital  rounds  and  number  of  hospital  visits 
were  negatively  associated  with  physician  density. 
These  estimates  are  consistent  with  the  hypothesis  that 
physicians  are  able  to  generate  a  demand  for  office 
visits  but  not  hospital  visits. 

The  data  also  indicate  substantially  lower  incomes  for 
female  physicians,  other  things  being  equal.  These 
incomes  are  explained  only  in  part  by  female 
physicians'  fewer  patient  contacts.  When  income  is  held 
constant,  women  doctors  see  more  office  patients  and 
work  longer  office  hours  than  their  male  counterparts. 

The  final  report  was  submitted  in  April  1981. 

5.  Returns,  Risks,  and  the  Terms  of  Capital  and 
Insurance  Market  Access:  Effects  on  the  Demand  for 
Medical  Eduction  and  On  Post-Schooling  Physician 
Behavior 

The  Institute  for  Demographic  and  Economic  Studies 
computed  rates  of  return  to  medical  education  by 
specialty,  comparing  them  to  other  occupations  and 
assessing  the  impact  on  rates  of  return  of  various 
increases  in  medical  education  costs.  The  project 
estimated  professional  earnings  functions  for  15 
professional  occupation  groups,  using  the  1977  Current 
Population  Survey  Annual  Demographic  File  (CPS). 
(This  file  contains  information  on  individual  hours  and 
earnings  for  calendar  year  1976.)  In  comparison  to 
alternative  occupations,  physician  training  was  found  to 
be  an  extremely  profitable  investment,  when  the 
nonlinearity  of  the  hours-earnings  relationship  in 
professional  occupations  is  recognized.  A  substantial 
element  of  pure  economic  profit  was  found  in 
physicians'  lifetime  earnings. 

HCFA  anticipates  that  the  second  year  of  this  study 
will  lead  to  the  completion  of  a  comprehensive  volume 
on  professional  earnings,  work  efforts,  and  returns  to 
professional  occupational  choice.  It  will  focus  on  the 
effects  of  public  policy,  both  with  reference  to 
schooling  and  with  reference  to  policies  impinging  on 
the  market  for  professional  services. 

The  final  report  was  submitted  at  the  end  of  1981. 

6.  Analysis  of  Survey  Data  on  Physician  Practice 
Costs  and  Income 

In  1978,  HCFA  awarded  a  two-year  contract  to 
Vanderbilt  University  to  study  four  major  aspects  of  the 
market  for  physician  services.  The  first  is  concerned 
with  the  behavior  of  hospital-based  physicians  (HBPs), 


35 


especially  with  discerning  ways  to  control  the  rapidly 
rising  costs  of  HBP  services.  The  second  addresses  the 
impact  of  third-party  reimbursement,  both  public  and 
private,  on  physician's  fees  and  incomes.  The  third 
major  aspect  of  the  study  is  the  applicability  of  standard 
neoclassical  economic  models  and  concepts,  such  as 
target-income  setting  and  physician-induced  demand, 
as  aids  to  understanding  the  market  for  physicians' 
services.  The  fourth  aspect  studies  is  the  determinants 
of  variation  in  malpractice  premiums  and  the  amount  of 
malpractice  insurance  (liability  limits)  purchased  by 
physicians. 

To  analyze  various  aspects  of  HBPs,  the  researchers 
developed  empirical  models  investigating  HBP 
incentives  toward  cost  control  and  productivity  under 
alternative  practice  arrangements.  This  provided  an 
analytic  basis  for  descriptive  and  multivariate  analyses. 
The  multi-variate  analysis  identifies  and  estimates 
determinants  of  variation  in  elements  of  HBP  practice 
performance:  income,  expenses,  and  output.  Based  on 
their  empirical  results,  the  researchers  evaluated  the 
validity  of  the  Medicare  Economic  Index.  Because  of 
relatively  fewer  practice  expenses,  a  single  index  for  all 
specialties  tends  to  overestimate  increases  in  costs  for 
HBPs. 

The  impact  of  third-party  reimbursement  on 
physicians'  fees  and  incomes  was  addressed  through 
theoretical  research  on  fee  determination  and  empirical 
specification  and  estimation  of  fee  regressions.  In 
addition,  the  researchers  provided  descriptive 
information  on  variations  in  third-party  payment  levels 
and  performed  multivariate  analysis  of  variations  in 
third-party  payment  levels. 

The  last  major  issue  addressed  in  this  study, 
malpractice  premiums  and  their  effects  on  physician 
practice  costs,  built  upon  studies  of  the  behavior  of  the 
firm  under  uncertainty.  The  emphasis  was  on  potential 
physician  responses  to  risk  of  malpractice  suits  and 
higher  premiums  in  terms  of  changes  in  output, 
including  the  mix  of  services,  fees,  the  level  of  care 
provided,  and  the  amount  of  malpractice  insurance 
purchased. 

The  final  report  was  submitted  in  1981. 

7.  Development  of  an  Equitable  Medicare  Economic 
Index:  An  Analysis  of  Variation  in  Practice  Costs 
Among  Specialties 

Due  to  the  absence  of  reliable  disaggregated  data,  the 
Medicare  Economic  Index  (MEI)  has  been  promulgated 
as  a  single  index  which  is  used  in  the  reasonable  charge 
determination  process  for  all  specialties  in  all  regions. 
In  1978,  ORD  negotiated  a  contract  to  prepare  a 
background  paper  on  alternative  index  forms  and  to 
provide  initial  estimates  of  the  differential  impacts  (if 
any)  of  the  MEI  across  specialties  and  across  regions. 

In  the  first  year,  the  contractor  used  calendar  1976 
data  to  determine  whether  there  were  significant 
differences  between  specialties  in  cost  shares  for 
various  practice  expenses.  The  results  indicated  that 
there  were  significant  differences.  In  addition,  a  three 
group  partition  of  physicians  (general  practitioners  and 
family  practitioners,  medical  specialists,  and  surgical 


specialists)  yielded  significant,  though  small, 
differences  between  separate  economic  indexes  that 
could  be  computed  for  each  group. 

In  1981,  the  1976  analyses  were  replicated  with  1977 
and  1978  data  to  examine  the  stability  of  the  results,  and 
the  contractor  conducted  a  separate  examination  of 
regional  differences. 

8.  An  Exploration  of  Physician  Behavior  in 
Secondary  Labor  Markets 

Work  under  a  contract  with  Boston  University  focused 
on  physician  practices  which  reported  that  30  percent 
or  more  of  their  patients  were  Medicaid  recipients. 
These  were  identified  as  large  Medicaid  practices. 

The  analysis  in  this  study  was  based  on  a  theoretical 
model  of  large  Medicaid  practices  which  took  into 
account  the  presence  or  absence  of  discrimination,  vari- 
ations in  physician  supply,  and  other  socioeconomic 
determinants  of  Medicaid  practices.  The  first  year  report 
indicated  that  large  Medicaid  practices  are  not  the 
Medicaid  mills  they  are  often  accused  of  being.  A 
comparison  of  quality  of  care,  as  measured  by  length  of 
visit,  showed  little  difference  between  large  Medicaid 
practices  and  other  practices.  Also  missing  were  other 
characteristics  often  attributed  to  large  Medicaid 
practices.  For  example,  there  is  little  difference  between 
large  Medicaid  practices  and  other  practices  in 
physicians'  incomes.  There  was  also  little  indication  of 
excessive  mark-ups  for  ancillary  services  or  any 
reduction  of  ancillary  services  due  to  the  absence  of 
mark-ups. 

The  final  report  is  available  from  NTIS. 

9.  Physician  Participation  in  Public  Benefits 
Programs 

A  grant  to  the  Center  for  Health  Economics  Research 
extends  work  done  on  large  Medicaid  practices  to 
include  large  Medicare  practices.  The  authors  in 
previous  HCFA-sponsored  research  used  the  1976 
HCFA-NORC  survey  data  to  determine  how  practices 
which  include  a  large  share  of  Medicaid  patients  differ 
from  other  practices.  Several  additional  years  of  survey 
data  allow  the  Center  to  include  Medicare-dominated 
practices  and  extend  analysis  from  the  five  primary  care 
specialties  to  include  10  additional  specialties. 

Other  issues  included  in  this  research,  are  physician 
participation  in  Medicaid  and  Medicare,  the  acceptance 
of  Medicare  assignment,  characteristics  of  physicians 
who  participate  in  public  programs,  and  effect  of 
reimbursement  policies  on  physicians'  decisions  to 
accept  Medicaid/Medicare  patients. 

The  project  will  end  in  1982. 

E.  The  Effects  of  Variations  in 
Reimbursement  Practices 

Results  of  studies  of  variations  in  reimbursement  me- 
thods will  be  expressed  in  terms  of  access,  quality,  and 
cost  of  health  care  services,  as  well  as  trade-offs 
between  these  three  objectives  which  can  be  achieved 
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under  various  reimbursement  options.  In  addition, 
HCFA  has  supported  several  studies  specifically 
focused  on  the  effects  of  reimbursement  alternatives  on 
access,  quality,  or  cost. 

Such  studies  can  proceed  by  identifying  correlations 
between  variations  in  physician  behavior  and  variations 
in  existing  reimbursement  policies.  A  second  alternative 
involves  before-and-after  comparisons  attendant  to 
changes  in  reimbursement  policy.  In  addition, 
simulation  methods  can  sometimes  produce  estimates 
of  the  effects  of  reimbursement  changes.  Finally, 
demonstrations  can  be  conducted  to  assess  potential 
changes  under  controlled  or  quasi-controlled 
conditions. 

1.  Variations  by  State  in  Physician  Participation  In 
Medicaid  Programs 

One  study  in  this  vein  was  supported  by  a  grant  to  the 
American  Academy  of  Pediatrics.  The  study  involved  a 
sample  survey  of  pediatric  practices  in  13  selected 
States.  Sample  States  were  chosen  for  their  divergent 
Medicaid  program  characteristics,  especially  in  regard 
to  eligibility,  scope  of  benefit  package,  and  fee  levels. 

Approximately  800  physicians  randomly  sampled  in 
those  States  were  personally  interviewed  regarding  their 
participation  in  Medicaid  and  various  aspects  of  their 
individual  States'  programs  which  may  enhance  or 
hinder  their  participation. 

In  the  interviews,  the  pediatricians  were  asked  to 
recount  aspects  of  their  experiences  with  their  State 
Medicaid  programs.  The  procedures  followed  in  filing 
for  Medicaid  reimbursement  and  the  administrative 
costs  incurred  in  providing  services  to  Medicaid 
patients  were  also  addressed. 

The  final  report  was  submitted  in  1981. 

2.  Aspects  of  Medicare  in  Colorado 

In  1978,  HCFA  awarded  the  Stanford  Research 
Institute  (SRI)  a  three-year  grant  to  analyze  a  variety  of 
issues  using  Medicare  paid  claims  from  Colorado  Blue 
Shield  for  1974  to  1978.  These  issues  included;  1)  the 
impact  on  physician  pricing,  service  behavior,  adn  use 
of  Medicare  services  resulting  from  changeovers  from  a 
10-locality  system  for  prevailing  charge  determination 
to  a  single  state-wide  area,  2)  significant  factors  in 
determining  assignment  of  Medicare  claims,  3)  effects 
of  private  complementary  insurance  on  use  of  Medicare 
services,  4)  utilization  patterns  and  characteristics  of 
selected  groups,  such  as  joint  Medicare-Medicaid 
beneficiaries,  beneficiaries  in  the  first  year  of  eligibility 
or  last  year  of  life,  and  continuously  enrolled  eligibles, 

5)  the  extent  of  out-of-plan  use  of  services  by  Medicare 
beneficiaries  who  are  enrolled  in  HMOs,  and 

6)  Medicare  beneficiaries'  reasons  for  joining  HMOs, 
their  satisfaction  with  the  HMOs  and  their  use  of 
services. 


3.  The  Effect  of  Medicaid  Reimbursement  Rates  on 
Use  of  Physician  Services  and  Hospital 
Outpatient/Emergency  Room  Care 

A  grant  to  the  Urban  Institute  examines  the  influence 

of  reimbursement  practices  on  access  to  ambulatory 
care,  on  the  settings  in  which  ambulatory  care  is 
provided,  and  on  rates  of  hospitalization  of  Medicaid 
beneficiaries.  The  study  analyzes  three  years  of 
California  Medicaid  data  covering  periods  both  before 
and  after  a  change  in  the  California  reimbursement 
system  that  changed  relative  fees  in  favor  of  primary 
care  services. 
The  grant  ends  in  1982. 


4.  Aspects  of  Physician's  Behavior  in  Medicare  and 
Medicaid 

Simulations  have  been  one  aspect  of  another  grant  to 
the  Urban  Institute.  Using  1973  to  1978  paid  claims  in 
the  California  Medicare  and  Medicaid  programs,  the 
Urban  Institute  is  documenting  trends  in  prices, 
quantity,  and  intensity  of  services  for  laboratory 
procedures  and  comparing  physician  office  labs, 
independent  labs,  and  pathologist-owned  labs.  The 
grantee  is  also  analyzing  alternative  methods  of 
indexing  Medicare  prevailing  charges  and  the  costs  and 
distribution  applications  of  different  indexing  methods. 
Researchers  will  also  simulate  the  effects  of  alternative 
physician  reimbursement  systems  and  address  the 
effect  of  third-party  payments  on  physician  location  and 
specialty  choices. 

Preliminary  evidence  from  the  simulations  indicates 
that  by  1980  the  Medicare  Economic  Index  constrained 
the  prevailing  fees  of  general  practitioners  and  general 
surgeons  for  brief  office  visits  in  26  of  California's  28 
localities.  The  ratio  of  unindexed  prevailing  to  indexed 
prevailing  was  1 .22  for  brief  office  visits. 

The  final  report  will  be  submitted  in  1982. 


5.  Maryland  Increased  Physician  Fee  Experiment 

From  1976  to  1978,  Maryland  used  a  HCFA  grant  to 
experiment  with  increasing  Medicaid  fees  for  physician 
office  and  home  visits  to  determine  the  effect  on  overall 
Medicaid  costs  and  service  use.  It  was  assumed  that 
these  increases  would  encourage  more  physicians  to 
participate  in  Medicaid,  shift  service  use  out  of  costly 
hospital-based  ambulatory  care  to  office  and  home 
visits,  and  reduce  overall  Medicaid  expenditures. 

HCFA  has  awarded  a  personal  services  contract  to 
analyze  the  data  collected  in  the  experiment.  The 
analysis  will  attempt  to  reach  some  conclusions  about 
the  validity  of  the  above  assumptions. 

The  final  report  is  due  in  1982. 
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CHAPTER  IV 


Health  Systems 
Organization 


A.  Introduction 


Since  the  implementation  of  Medicare  and  Medicaid 
in  the  mid-1960s,  the  programs  have  made  significant 
gains  in  achieving  their  primary  goal  of  improving 
availability  and  accessibility  of  health  care  for  the  aged, 
the  disabled,  and  the  poor.  However,  these  gains  have 
not  come  without  cost.  Total  expenditures  for  health 
care  have  escalated  greatly  since  the  1960s,  rising  from 
6.1  percent  of  the  Gross  National  Product  in  1965  to  9.1 
percent  in  1979.  The  increase  in  demand  for  services 
induced  by  Medicare  and  Medicaid,  combined  with  the 
programs'  provisions  for  fee-for-service  reimbursement 
to  physicians  and  cost  reimbursement  to  institutional 
providers  must  bear  partial  responsibility  for  the  rapid 
inflation. 

Confronted  by  escalating  costs,  public  policy  in  the 
1970s  supported  a  regulatory  approach  to  cost 
containment.  Such  programs  as  PSRO,  health  planning, 
hospital  rate  review,  and  mandatory  second  opinion 
reflected  the  conviction  of  Congress  and  the 
Department  of  Health  and  Human  Services  that  external 
controls  had  to  be  applied  to  the  health  care  system. 
However,  experience  has  indicated  that  reliance  on  the 
regulatory  strategy  alone  has  not  stemmed  spiraling 
costs.  The  Health  Care  Financing  Administraiton  is 
implementing  several  projects  designed  to  test  two 
alternative  approaches  to  regulation  to  reduce  costs. 
One  approach  focuses  on  modifying  financial  incentives 
by  developing  alternative  reimbursement 
methodologies;  the  other  is  directed  at  instituting 
fundamental  changes  in  the  delivery  system  by 
introducing  alternatives  to  the  traditional  pattern  of 
episodic  care  provided  primarily  by  acute  care 
institutions. 

Research  and  demonstration  projects  focus  on  the 
feasibility  of  alternative  reimbursement  methods  for 
HMOs,  the  development  of  HMO  enrollment  incentives 
for  Medicare  and  Medicaid  beneficiaries,  the  impact  of 
expanding  provider  and  service  coverage,  and  the 
modification  of  the  end  stage  renal  disease  (ESRD) 
program.  Other  efforts  include  expanded  use  of 
ambulatory  care  facilities,  alternative  risk-sharing 
models,  and  preventive  efforts  such  as  the  Early  and 
Periodic  Screening,  Diagnosis,  and  Treatment  Program, 
as  well  as  health  education  programs. 

B.  Alternative  Organization  and 
Payment  Models 

One  of  the  most  well  known  and  potentially 
significant  strategies  for  modifying  the  present  structure 
of  the  health  care  marketplace  is  the  health 
maintenance  organization  (HMO).  HMOs  provide  a 


comprehensive  set  of  primary,  acute,  and  tertiary  care 
services  to  voluntarily  enrolled  populations  in  exchange 
for  a  predetermined  capitation  payment.  They 
consequently  operate  under  financial  incentives  to 
economize  on  the  use  of  limited  resources,  but  they 
must  retain  high  standards  of  care.  Total  costs  for  HMO 
enrollees  have  been  shown  to  be  10  to  40  percent  less 
than  for  comparable  persons  with  traditional  health 
insurance,  with  most  of  the  savings  realized  through 
reduced  use  of  hospital  services. 

At  present.  Federally-qualified  HMOs  enroll  only 
about  2  percent  of  the  Medicare  and  Medicaid 
beneficiaries  in  HMOs  since  they  do  not  provide 
incentives  for  the  beneficiaries  to  enroll. 

The  Office  of  Research  and  Demonstrations  (ORD) 
funds  demonstrations  and  studies  to  identify  alternative 
means  to  expand  Medicare  and  Medicaid  enrollment  in 
HMOs,  as  well  as  to  encourage  the  development  of 
other  risk-sharing  arrangements.  These  demonstrations 
are  closely  linked  with  ORD's  research  efforts  which  are 
designed  to  assist  both  the  financiers  and  the  providers 
of  care  to  understand  factors  which  contribute  to  the 
successful  operation  of  alternative  care  systems. 

1.  InterStudy 

InterStudy  is  a  broker  for  four  HMOs  that  are  testing  a 
competitive  market  model  for  enrolling  Medicare 
beneficiaries  in  the  seven  counties  that  compose  the 
Minneapolis/St.  Paul  area.  Prior  to  the  demonstration, 
the  participating  plans  (HMO  Minnesota,  Nicollet/Eitel 
Health  Plan,  Share  Health  Plan,  and  MedCenter  Health 
Care)  has  proven  themselves  to  be  competitive  forces 
within  the  non-Medicare  market.  InterStudy  estimates 
that  approximately  75  percent  of  the  physicians 
practicing  in  the  metropolitan  area  were  affiliated  with 
at  least  one  of  the  plans.  In  1979,  total  enrollment  for 
the  four  HMOs  was  approximately  136,000,  or  about  a  9 
percent  share  of  the  market. 

The  purpose  of  the  InterStudy  demonstration  is  to 
assess  how  responsive  the  four  plans  will  be  to 
incentives  to  compete  for  enrolling  the  200,000 
Medicare  beneficiaries  in  the  region.  The 
reimbursement  rate,  which  covers  both  the  aged  and 
the  disabled  (excluding  those  who  are  renal  patients  at 
the  time  of  enrollment),  is  set  at  95  percent  of  the 
Adjusted  Average  Per  Capita  Cost  (AAPCC).  Each  HMO 
offers  a  low  option  plan  consisting  of  all  Medicare  Part 
A  and  B  benefits  and  either  a  minimum  of  one 
additional  service  or  an  extended  Medicare  benefit.  In 
addition,  a  high  option  plan  is  offered  by  each  provider 
organization.  The  Medicare  beneficiaries  were 
introduced  to  the  various  plans  through  InterStudy's 
"Wise  Buyer"  program,  a  public  education  effort  which 
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was  aimed  at  heightening  beneficiary  awareness  of  the 
plans  prior  to  enrollment,  the  first  open  enrollment 
occurred  during  the  winter  of  1980  with  an  anticipated 
first  year  enrollment  of  5,000  beneficiaries. 

The  InterStudy  demonstration  will  allow  HCFA  to 
assess  how  competition  among  the  four  plans 
influences  the  scope  of  benefits  offered  by  plans 
operating  under  an  identical  reimbursement  system. 

2.  Kaiser  Permanente  Medical  Program 

The  Kaiser  Permanente  Medical  Program,  the  largest 
non-governmental  health  care  provider  in  the  world, 
provides  comprehensive  care  to  over  3.6  million  persons 
in  seven  geographic  areas.  Kaiser  is  conducting  the 
Medicare  demonstration  in  the  Oregon  region,  which 
currently  serves  more  than  220,000  persons,  or  about  20 
percent  of  the  population  of  the  Portland-Vancouver 
metropolitan  area.  Kaiser-Portland  currently  has  a 
group  practice  prepayment  plan  (Section  1833) 
Medicare  contract  under  which  15,000  Medicare 
beneficiaries  receive  Part  B  services. 

Kaiser's  demonstration  project  with  HCFA,  which 
began  in  June  1980,  has  an  enrollment  of  approximately 
7,600  beneficiaries  (5,500  new  enrollees)  in  a 
comprehensive  Medicare  plan  (M-Plan).  The  M-Plan 
provides  the  entire  Medicare  benefit  package,  as  well  as 
some  benefits  not  covered  or  only  partially  covered 
under  Medicare.  Eligibility  is  limited  to  Medicare 
beneficiaries  who  have  A  and  B  coverage,  qualify  for 
Medicare  aged  or  disabled  coverage,  and  live  in  the 
health  plan  service  area.  (Enrollment  is  not  offered  to 
Medicare  members  who  qualified  for  ESRD  coverage  at 
the  time  of  application,  or  who  have  Part  B  coverage 
only.) 

The  M-Plan  offers  Medicare  A  and  B  covered  benefits 
without  deductible  or  coinsurance  limitations.  It  also 
offers  routine  physical  examinations,  examinations  for 
eyeglasses,  most  immunizations,  full  coverage  for 
prescribed  home  health  care,  and  outpatient  mental 
health  services  (non-psychiatric).  Under  the 
demonstration.  Medicare  pays  95  percent  of  the  AAPCC 
for  the  Portland  metropolitan  area.  The  Kaiser 
reimbursement  rate  is  the  community  rate,  adjusted  for 
Medicare  enrollment  characteristics  (Adjusted 
Community  Rate-ACR).  The  difference  between  95 
percent  of  the  AAPCC  and  the  ACR,  called  savings,  is 
returned  to  the  Medicare  beneficiaries  as  a  reduction  in 
dues  and/or  as  new  services. 

Enrollees  are  randomly  assigned  to  two  groups.  One 
group  is  offered  the  special  Medicare  program 
"Medicare  Plus"  with  no  monthly  dues.  The  second 
group  is  offered  a  choice  of  four  benefit  options:  1)  no 
dues;  2)  eyeglasses,  hearing  aids,  and  drugs  (with 
copayment)— $6  dues;  3)  dental  care  and  dentures— 
$9.81  dues;  and  4)  eyeglasses,  hearing  aids,  and  dental 
care— $15.81  dues. 

3.  Fallon  Community  Health  Plan 

The  Fallon  Community  Health  Plan  of  Worcester, 
Massachusetts  is  a  qualified  HMO  jointly  sponsored  by 
the  Fallon  Clinic  and  Blue  Cross  of  Massachusetts.  As 


of  July  1979,  it  served  13,000  group  members,  including 
200  AFDC  beneficiaries  in  the  Worcester  area.  Fallon  is 
a  one-group  staff  model  HMO,  expected  eventually  to 
accommodate  more  than  27,900  members.  By  the  end 
of  its  contract  in  December  1982,  Fallon  plans  to  have 
enrolled  a  total  of  4,747  Medicare  beneficiaries,  as  well 
as  Medicaid  Old  Age  Assistance  recipients,  under  the 
HMO's  Senior  Plan. 

Initial  marketing  efforts  were  targeted  at  both  group 
and  individual  Blue  Cross  Medicare  supplement 
subscribers,  offering  them  a  choice  between  their 
current  coverage  or  that  available  through  the  Senior 
Plan.  Senior  Plan  marketing  began  in  February  1980 
and,  within  a  month,  the  first  year  enrollment  projection 
of  3,600  had  been  achieved.  The  marketing  strategy 
focused  on  a  Health  Fair  which  was  held  prior  to 
enrollment  (attended  by  approximately  4,000  people) 
and  offered  presentations,  tours  of  the  Fallon  facilities, 
and  on-site  dissemination  of  information  dealing  with 
topics  related  generally  to  the  health  and  welfare  of  the 
elderly.  Other  publicity  included  several  open  houses 
and  newspaper  ads  containing  a  card  that  could  be 
returned  for  a  brochure  and  application.  Fallon  received 
over  3,000  returned  cards.  In  addition,  Fallon  obtained  a 
mailing  list  of  Medicare  supplemental  policy-holders 
from  Blue  Cross  of  Massachusetts  which  it  used  for 
disseminating  literature  in  Worcester  County. 

Fallon's  capitation  rates  are  based  on  an  ACR.  During 
the  first  year,  Fallon's  ACR  was  sufficient  (90  percent  of 
the  AAPCC)  to  allow  the  coverage  of  several  additional 
benefits  at  a  $7.50  monthly  premium.  The  additional 
benefits  include  prescriptions  with  a  $1.00  copayment, 
eye  examinations  and  one  pair  of  eyeglasses,  preventive 
services,  and  reduced  coinsurance  and  deductible 
expenses.  The  generous  benefit  package  and  extensive 
marketing  effort  undoubtedly  contributed  to  the 
success  of  Fallon's  enrollment  efforts. 


4.  Greater  Marshfield  Community  Health  Plan 

The  Greater  Marshfield  Community  Health  Plan 
(GMCHP),  an  HMO  established  in  1971,  serves  a  rural 
area  of  central  Wisconsin.  Its  sponsors  include  the 
Marshfield  Clinic  (a  160-physician,  multi-specialty 
group  practice),  St.  Joseph's  Hospital,  Blue  Cross  of 
Wisconsin,  and  Surgical  Care  Blue  Shield. 

Under  the  demonstration,  GMCHP  is  being  offered  to 
18,000  Medicare  beneficiaries  in  seven  counties  through 
a  continuous  open  enrollment.  Marketing  was  initiated 
with  a  series  of  public  meetings  held  throughout  the 
service  area.  The  benefits  offered  under  the 
demonstration  include  all  regular  GMCHP  benefits, 
which  encompass  and  extend  the  regular  Medicare 
benefit  package.  The  benefit  package  is  financed  by  a 
fixed,  prospective  capitation  payment  from  HCFA, 
combined  with  an  enrollee  premium.  The  capitation 
rate,  which  covers  both  aged  and  disabled  beneficiaries, 
is  derived  from  an  actuarial  adjustment  of  the  GMCHP 
community  rate  that  reflects  the  greater  per  capita  use 
of  services  by  the  Medicare  population.  Renal 
beneficiaries  are  also  enrolled  under  the  demonstration 
of  a  prospective  full  risk  basis  at  95  percent  of  the  renal 
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component  of  the  AAPCC. 

As  of  October  1980,  7,064  Medicare  beneficiaries  had 
enrolled  in  the  demonstration,  far  exceeding  initial  pro- 
jections. The  demonstration  will  continue  through  June 
1983. 

5.  Health  Central 

Health  Central  is  a  Federally-qualified,  staff  model 
HMO  which  began  in  December  1977.  It  serves  the 
Ingham-Eaton-Clinton  county  region  of  Michigan, 
which  comprises  Lansing  and  the  surrounding  areas. 
Initially,  Health  Central  anticipated  non-Federal 
enrollment  of  4,000,  10,000  and  18,000  in  its  first  three 
years  of  operation.  Enrollment  far  exceeded  those 
projections  and  was  frozen  at  approximately  22,000  in 
early  1979. 

Under  the  demonstration.  Health  Central  will  offer 
one  Medicare  plan  with  the  usual  Medicare  covered 
benefits,  plus  additional  benefits  such  as 
immunizations,  physicals,  and  health  education.  Health 
Central's  capitation  rate  for  the  first  operating  year  was 
approximately  92  percent  of  the  fee-for-service 
equivalent.  Health  Central  has  also  contracted  with  the 
Michigan  Department  of  Social  Services  to  enroll 
Medicaid  recipients.  Approximately  4,400  beneficiaries 
(2,200  Medicare  and  2,200  Medicaid)  are  expected  to  be 
enrolled  within  the  first  two  years  of  the  demonstration 
project.  The  operational  phase  began  in  January  1981. 

6.  Blue  Shield  of  Massachusetts 

Blue  Shield  of  Massachusetts,  with  the  city  of  Boston, 
proposed  a  new  HMO  (the  Boston  Community  Health 
Plan-BCHP)  with  a  novel  organizational  network 
centered  around  a  city  delivery  system  which  included 
seven  neighborhood  health  centers  and  Boston  City 
Hospital. 

Enrollment  would  have  been  open  to  any  resident  of 
the  city;  however,  the  370  persons  living  in  the 
neighborhoods  served  by  the  health  centers  and  the 
hospital  were  targeted.  Blue  Shield  initially  planned  for 
BCHP  to  enroll  Medicare  and  Medicaid  beneficiaries, 
near  poor  residents,  municipal  employees,  Federal 
employees,  and  Blue  Cross  and  Blue  Shield 
subscribers.  However,  since  Blue  Shield  was  unable  to 
establish  a  rate  which  would  result  in  cost  savings  for 
Medicare,  the  project  was  terminated. 


7.  Kitsap  Physicians  Service 

Kitsap  Physicians  Service  (KPS)  of  Bremerton, 
Washington  is  an  HMO  which  was  established  in  1946 
and  is  sponsored  by  all  of  the  practicing  physicians  in 
the  plan's  service  area  of  three  counties.  KPS  proposed 
to  offer  Federal  beneficiaries  additional  services  and 
reduced  cost-sharing  incentives  for  enrollment  and  to 
absorb  all  losses  or  return  all  gains  to  the  government 
or  beneficiaries.  However,  Kitsap  was  unable  to  submit 
a  capitation  rate  lower  than  95  percent  of  the  AAPCC, 
so  the  project  was  terminated  in  December  1980. 


8.  Group  Health  Cooperative  (GHC)  of  Puget  Sound 

HCFA  signed  its  only  Section  1876  risk  sharing 
contract  with  Group  Health  Cooperative  (GHC)  of 
Puget  Sound  on  October  1,  1976.  GHC  was  granted  two 
waivers  of  Medicare  requirements  under  Section  222 
demonstration  authority.  The  first  was  a  waiver  of  the 
lock-in  requirement,  which  requires  Medicare 
beneficiaries  to  receive  covered  services  only  from  GHC 
facilities  and  providers  (except  for  emergency  services). 
The  other  was  a  waiver  of  the  three-day  prior 
hospitalization  requirement  before  placement  in  a 
skilled  nursing  facility.  Waiver  of  the  lock-in 
requirement  allows  Medicare  beneficiaries  to  receive 
reimbursable  services  outside  the  HMO  plan  that  are 
neither  emergency  nor  urgently  needed.  Waiver  of  the 
three-day  hospitalization  requirement  permits  an 
examination  of  usage  and  cost  patterns  which  may  be 
improved  through  the  efficient  placement  of  patients 
based  on  assessed  need  rather  than  on  current 
legislative  requirements. 

The  results  of  the  first  15  months  of  the  project,  the 
baseline  period  from  October  1976  to  December  1977, 
indicated  that  denial  of  claims  for  non-emergency  and 
unreferred  care  resulted  in  financial  burden  for 
Medicare  and  administrative  overload  for  GHC  and 
other  providers  in  the  area. 

As  of  July  31,  1980,  there  were  22,259  Medicare 
enrollees  in  GHC.  Of  this  number,  approximately  2,192, 
or  10  percent,  were  enrolled  through  an  open 
enrollment  period  which  extended  from  October  1979 
through  July  1980.  Medicare  enrollees  constituted  12.5 
percent  of  GHC's  total  enrollment  of  279,692,  as  of  July 
1980.  The  open  enrollees  composed  approximately  1 
percent  of  GHC's  total  enrollment, 

During  the  demonstration,  GHC's  costs,  expressed  as 
a  percentage  of  the  AAPCC,  increased  from  78  percent 
in  1977  to  90  percent  in  1979.  The  estimated  cost  of  out- 
of-plan  use  was  $6.78  per  enrollee  per  month  in  1978 
and  $8.36  per  enrollee  per  month  in  1979.  The 
University  of  Washington  is  evaluating  the  impact  of 
these  waivers. 


9.  Multnomah  County  (Oregon)  Project  Health 

Multnomah  County  Project  Health  pools  funds  from  a 
number  of  sources  and  purchases  health  care  services 
for  the  working  poor  and  medically  indigent  who  are  not 
covered  by  third-party  insurance.  The  project  has 
developed  two  types  of  contracts  with  the  private 
provider  community:  1)  negotiated  prospective 
contracts  with  independently  practicing  physicians  and 
acute  care  hospitals  (referred  to  as  "episodic  care" 
plan)  and  2)  full-risk  capitation  contracts  with  pre-paid 
health  plans.  HCFA  has  supported  this  project  since 
January  1976,  through  Medicaid  waivers  approved 
under  Section  1115.  The  goal  is  to  permit  Oregon  to  test 
the  effectiveness  of  the  system  in  considering 
legislatioVi  for  a  state-wide  medically  needy  program. 

The  episodic  care  plan  offers  minimum  benefits,  while 
prepaid  plans  offer  a  comprehensive  benefit  package. 
At  the  time  of  enrollment,  those  beneficiaries  not 
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selecting  the  episodic  care  plan  are  given  a  choice  of 
the  participating  prepaid  plans.  If  the  beneficiary 
chooses  the  lowest  cost  prepaid  plan,  the  premium  for 
that  plan  is  paid  entirely  by  Project  Health.  If  the 
beneficiary  elects  a  higher  cost  plan,  then  he  or  she 
shares  in  the  premium  cost.  Premiums  are  adjusted  to 
income  and  family  status  and  reflect  the  cost 
differentials  of  the  plans.  A  "brokerage,"  or  counseling 
system,  is  employed  to  encourage  applicants  to  choose 
among  the  prepaid  plans  and  to  advise  enrollees  on 
issues  of  benefits,  access,  follow-up  care,  etc. 
Approximately  75  percent  of  the  medically  needy 
population  has  been  covered  by  prepaid  plans.  This 
arrangement  permits  public  program  beneficiaries 
access  to  private  sector  health  care,  while  allowing  the 
funding  agency  to  retain  a  high  degree  of  control  over 
costs. 

Since  1976,  the  Multnomah  demonstration  has  served 
an  average  of  2,000  medically  needy  beneficiaries  per 
month.  The  project  has  established  that  the  medically 
needy  are  willing  and  able  to  share  in  the  cost  of 
prepaid  health  plans,  particularly  when  necessary  to 
maintain  a  pre-existing  provider  relationship. 

The  final  phase  of  the  demonstration,  which  is  in 
progress,  will  evaluate  the  implications  of  the  project  for 
the  continuing  care  of  the  indigent  in  Multnomah 
County,  the  Oregon  Medicaid  programs,  and  other 
State  Medicaid  programs.  The  final  product  will  analyze 
the  following:  1)  effectiveness  of  beneficiary  choice 
counsQiing;  2)  prepaid  plan  rate-setting;  3)  competitive 
effects  of  provider  control  negotiations;  4)  impact  of 
beneficiary  premium-sharing  on  plan  choices;  and  5) 
degree  of  adverse  selection  among  prepaid  plan 
options. 

10.  Newark  Comprehensive  Health  Services 
Project 

The  Newark  Comprehensive  Health  Services  Project 
(NCHSP)  was  intended  to  test  the  feasibility  of  a 
consolidated,  city-wide,  prepaid,  capitation  health 
system.  HCFA  granted  Section  1115  waivers  to  the  State 
Medicaid  program  to  support  the  demonstration,  which 
was  impelemented  in  December  1977.  The  goals  of  the 
project  were  to  contain  per  capita  health  care  costs, 
improve  the  accessibility  of  medical  services  to  the 
medically  needy  (New  Jersey  does  not  have  a  state- 
wide medically  needy  program),  upgrade  the  quality  of 
health  care,  and  improve  the  health  status  of  enrollees. 

Maitland  Hospital  was  the  first  provider  to  offer 
service  to  the  medically  needy.  On  April  1,  1978,  eight 
months  later,  a  second  provider.  New  Jersey 
Community  Union  Health  Center,  joined  the  plan.  By 
that  time,  enrollment  had  reached  2,785  people.  By  the 
fall  of  1978,  two  more  organizations  had  agreed  to 
provide  services  under  the  NCHSP.  These  were  the 
Bessie  Smith  Health  Center  and  the  West  Side 
Community  Health  Center.  They  began  offering 
services  on  October  15,  1978.  These  four  health  delivery 
groups— one  hospital  and  three  neighborhood  health 
centers— composed  the  entire  provider  system  during 
the  operational  phase  of  the  NCHSP. 


On  June  1,  1978,  the  State  authorized  the  plan  to 
enroll  the  AFDC  Medicaid  population  in  addition  to  the 
medically  needy.  Medicaid  recipients,  however,  were 
reluctant  to  enroll  since  there  was  little  incentive  for 
them  to  join  the  prepaid  plan  and  give  up  their  current 
sources  of  fee-for-service  care.  In  addition,  lack  of 
provider  choice  deterred  enrollment.  The  plan  was  able 
to  enroll  only  600  of  the  Medicaid  eligibles. 

Enrollment  data  indicated  that  9,659  individuals  repre- 
senting 2,719  families  were  enrolled  over  the  27  months 
of  active  marketing  (August  1977  through  October 
1979).  Membership  reached  a  high  of  5,042  persons  in 
June  1979,  with  approximately  600  Medicaid  transfers; 
the  rest  were  medically  needy.  Membership  declined 
progressively  after  that  date. 

The  decrease  in  enrollment  can  be  traced  to 
difficulties  encountered  in  two  areas.  The  first  was  the 
recertification  process  which  was  required  at  six  month 
intervals.  Approximately  12  percent  of  the  plan 
members  became  ineligible  after  six  months  of 
membership  by  exceeding  income  limits.  Another  18 
percent  were  not  recertified  because  they  could  not  be 
located  during  the  recertification  period. 

There  were  also  geographical  barriers  to  the  project, 
including  the  uneven  and  limited  distribution  of  primary 
providers.  The  primary  institutional  providers  were 
located  mainly  in  the  northeastern  area  of  Newark, 
whereas  the  needy  population  was  located  primarily  in 
the  southeastern  portion  of  the  city. 

The  final  evaluation  of  the  project'  concluded  that 
NCHSP  did  not  record  significant  progress  toward 
meeting  its  original  goals  of  restructuring  Newark's  total 
health  care  delivery  system. 

11.  California  PHRED  Project 

The  Prepaid  Health  Research,  Evaluation,  and 
Demonstration  (PHRED)  project  was  initiated  in  1976 
with  the  California  State  Department  of  Health  Services 
to  develop  model  State  cost  and  quality  surveillance 
systems  for  prepaid  Medicaid  programs.  The  impetus 
for  project  development  was  evidence  of  deficiencies  in 
the  delivery  of  health  care  and  management  of  the 
California  prepaid  health  plan  (PHP)  program. 

The  project's  first  phase,  focusing  on  rate-setting, 
resulted  in  three  products.  The  first  was  an  analysis  of 
the  adverse  selection  issue.  By  comparing  the  age  and 
sex  distributions  of  the  plan's  beneficiaries  with  the 
distributions  of  fee-for-service  beneficiaries  in  the  same 
counties,  the  analysis  indicated  that  the  plan  had,  in 
fact,  had  a  somewhat  favorable  selection.  The  second 
project  was  a  Rate  Setting  Guide  for  Prepaid  Medicaid 
Contractors,  and  the  third  was  an  acturial  rate-setting 
methodology,  which  was  adopted  by  California  and 
successfully  employed  in  setting  rates  for  fiscal  year 
1979. 

A  second  initiative  under  the  PHRED  project  has  been 
the  development  of  an  accelerated  implementation  plan 
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for  an  automated  encounter  data  system  which  is 
intended  to  be  the  major  mechanism  for  monitoring 
State  quality  assurance.  The  final  design  of  this 
component  will  compare  the  costs  and  benefits  of  an 
encounter  data  monitoring  information  system  with  a 
selective  data  acquisition  approach  based  on  traditional 
review  techniques. 

PHRED  project  staff  designed  and  implemented  the 
monitor  approach.  In  doing  so,  PHRED  adapted  the 
claims-based  Physicians  Ambulatory  Care  Evaluation 
(PACE),  an  approved  Medicaid  Management 
Information  System.  The  key  characteristic  of  the 
monitor  method  is  that  it  uses  information  on  all  patient 
encounters  submitted  by  the  HMO.  In  addition  to 
maintaining  and  updating  patient  profiles  of  care 
rendered,  these  systems  produce  reports  reflecting 
physician  performance  levels. 

As  of  October  1980,  all  data  were  collected  from  the 
demonstration  sites.  SysteMetrics,  Inc.  is  conducting  a 
comparative  evaluation  of  the  two  data  acquisition 
systems  to  identify  the  preferred  approach  for 
California.  The  criteria  against  which  the  two  systems 
are  being  evaluated  are  cost,  completeness,  data 
validity,  and  acceptability  to  the  HMOs. 

Membership  studies  to  develop  and  demonstrate 
systems,  materials,  and  procedures  to  educate  Medicaid 
beneficiaries  about  health  care  alternatives  were  the 
third  area  of  study  in  the  PHRED  project.  The  studies 
also  were  intended  to  motivate  a  choice  between 
enrollment  in  a  State-contracted,  prepaid  health  plan  or 
the  fee-for-service  system. 

Preliminary  analysis  of  about  one  third  of  the  total 
data  which  will  result  from  these  demonstrations  show 
these  findings: 

•  It  is  possible  to  enroll  a  sufficient  number  of 
Medicaid  AFDC  beneficiaries  in  the  welfare  offices 
and  eliminate  door-to-door  solicitation  without 
adversely  affecting  the  health  plan  contracts. 

•  Costs  for  marketing  in  the  welfare  office  are  lower 
than  for  those  in  the  plans'  current  methods. 

•  Medicaid  beneficiaries  in  the  welfare  office  are  able 
to  make  better  informed  choices,  based  on  valid 
reasons,  despite  the  pressure  for  funds,  food,  or 
other  immediate  needs  which  brings  them  to  apply 
for  welfare. 

•  Out  of  the  5,304  choices  counted  thus  far,  16 
percent  were  for  HMO  enrollment.  A  survey  of  some 
of  these  beneficiaries  indicated  that  22  percent 
perceived  the  HMO  to  be  a  "better  service,"  and 
about  21  percent  thought  the  HMO  would  be  more 
convenient.  Of  those  choosing  fee-for-service,  31 
percent  stated  that  they  did  not  wish  to  sever 
established  provider  relationships. 

In  addition  to  final  reports  on  the  enrollment  and 
grievance-disenrollment  demonstrations,  the  PHRED 
staff  is  developing  manuals  for  other  State  agencies  to 
use  in  designing  membership  systems. 

12.  Massachusetts  Case  Management 

The  Massachusetts  Case  Management  project, 
conducted  under  a  HCFA  grant  to  the  State  Department 


of  Public  Welfare,  developed  and  tested  a  system  that 
applies  HMO  management  principles  to  the  fee-for- 
service  sector.  The  project  tested  the  idea  that 
economies  already  demonstrated  in  the  prepaid  system 
through  the  use  of  integrated  files,  referral  networks, 
risk  arrangements,  and  coordinated  patient  care  could 
be  applied  to  the  fee-for-service  sector. 

The  Massachusetts  project  established  a  system  of 
incentives  for  both  primary  care  providers  and  Medicaid 
recipients  to  participate  in  a  case  management 
approach.  Families  under  the  Aid  to  Families  with 
Dependent  Children  (AFDC)  program  were  enrolled  as 
members  with  the  primary  care  providers  who,  in  their 
role  as  case  managers,  directed  the  enrollees'  access  to 
care.  Each  case  manager's  performance  in  controlling 
usage  and  costs  was  calculated  based  on  both  site  and 
referral  claims  and  then  compared  with  the  average 
Medicaid  expenditure  for  non-enrolled  AFDC  recipients. 
If  a  savings  was  realized,  it  was  to  be  shared  by  the  case 
manager  and  the  State. 

Five  sites  participated  in  the  demonstration:  Beth 
Israel/Children's  Hospital,  South  End  Health  Center, 
Upham's  Corner  Health  Center,  Hampden  County 
Medical  Group/Valley  Pediatrics,  and  the  Roxbury 
Community  Health  Center.  The  latter  two  sites  adapted 
a  risk-sharing  reimbursement  arrangement. 

A  preliminary  cost  and  utilization  analysis  of  fee-for- 
service,  case-managed  patients  was  made  in  late  1980 
after  a  year  of  operation.  It  was  believed  that  the 
potential  for  shared  savings  would  be  the  primary 
motivation  for  case  managers  to  participate  in  the 
program;  however,  the  analysis  suggested  that  the 
primary  reasons  for  participating  were  the  possibility  of 
predictable  Medicaid  caseloads  and  revenues,  publicity, 
and  the  actractiveness  of  administrative 
experimentation.  Fee-for-service  reimbursement, 
combined  with  the  current  savings  formula,  did  not 
appear  to  provide  sufficient  feedback  and  incentive  for 
case  managers  to  document  and  maintain  control  over 
off-site  referrals.  Consequently,  out-of-plan  utilization 
was  greater  than  expected.  The  grantee  tried  to  improve 
referral  documentation  and  to  involve  managers  in 
review  of  all  off-site  claims  for  their  enrollees.  The 
evaluation  will  assess  whether  risk-sharing  provides  a 
more  immediate  incentive  for  case  managers  to  exercise 
control  over  enrollee  and  provider  behavior. 

The  demonstration  continued  through  October  1981. 

13.  United  Healthcare 

United  Healthcare  is  a  prepaid,  individual  practice 
arrangement  started  by  Safeco  Insurance  Company. 
United  Healthcare  places  primary  care  physicians 
(POPs)  at  risk  for  their  own  services  and  the 
management  of  patient  care.  Intensive  and  successful 
recruitment  of  a  large  number  of  PCPs  within  selected 
communities  in  Washington,  Utah,  and  northern 
California  has  been  undertaken  over  the  past  three 
years. 

The  United  Healthcare  program  signs  contracts  with 
most  primary  care  physicians  in  a  particular  service 
area  and  then  markets  the  plan  on  a  group  basis  to 
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employers.  Each  employee  has  a  choice  between  the 
prepaid  plan  and  at  least  one  alternative.  Enrollees  in 
the  United  Healthcare  plan  must  select  a  participating 
PCP  to  manage  all  of  their  health  care  needs.  Generally, 
patients'  own  doctors  are  listed,  obviating  the  need  to 
change  to  a  new  physician  as  required  by  most  HMOs. 

Physicians  having  fewer  than  200  patients  under  the 
plan  receive  fee-for-service  payment.  The  bulk  of  the 
premium  funds,  placed  in  the  accounts  of  participating 
physicians,  cover  all  other  benefits  of  the  plan, 
including  hospitalization,  referral  to  specialists,  and 
drugs.  These  costs  are  paid  as  billed  only  after  the  PCP 
has  reviewed  the  bill  and  approved  it  for  payment.  If  a 
PCP  has  more  than  200  patients,  he  or  she  is  placed  on 
capitation  and  is  paid  a  flat  monthly  sum  to  cover  the 
cost  of  care.  One  half  of  any  surplus  is  paid  to  the 
physician  as  an  incentive  for  delivery  of  cost-effective 
care,  while  one  half  of  any  deficit  is  shared  with  the 
physician  up  to  an  amount  equal  to  5  percent  of  the 
capitation  payments  made  to  him  or  her  that  year. 

In  May  1978,  the  plan  was  adopted  as  a  third  option 
by  Washington  State  Employees  Insurance  (55,000  em- 
ployees). The  alternatives  are  Blue  Cross  of  Washington 
and  Alaska  and,  in  certain  areas,  well-established, 
closed  panel,  prepaid  group  practices  such  as  the 
Group  Health  Cooperative  of  Puget  Sount.  Over  40,000 
members  are  currently  receiving  services  from  750 
participating  physicians.  The  covered  services  are 
similar  under  all  three  plans,  with  Blue  Cross  featuring  a 
$50  deductible  and  a  10  percent  copayment.  Under  a 
three-year  grant  which  began  in  October,  1978,  the 
University  of  Washington  assessed  the  impact  of 
utilization  and  costs  of  care  provided  to  State  of 
Washington  employees  and  their  families  in  this 
multiple  choice  situation. 

There  are  considerable  differences  in  hospitalization 
rates  among  the  three  plans.  United  Healthcare  had 
fewer  bed  days  per  1 ,000  enrollees  than  did  Group 
Health  Cooperative  (293  versus  350)  and  far  fewer  than 
Blue  Cross  of  Washington  (479).  In  addition,  the 
admission  rate  and  the  length  of  stay  were  both  lower 
with  United  Healthcare  than  with  Blue  Cross  of 
Washington,  which  showed  lower  figures  than  Blue 
Cross  in  other  areas  of  the  country.  Group  Health 
Cooperative  had  a  lower  admission  rate  but  a  higher 
average  length  of  stay,  with  more  overall  bed  days  per 
1 ,000  enrollees  than  United  Healthcare.^ 

14.  Massachusetts  Dental  Project 

The  Massachusetts  Dental  Project  tests  the  feasibility 
and  cost-effectiveness  of  the  State  contracting  with 
dental  practices  to  provide  services  to  Medicaid  eligible 
families  on  a  prepaid  basis.  The  project  will  enroll 
approximately  1,000  families  who  will  be  assigned  to 
participating  practices,  which  are  responsible  for 
providing  all  services  covered  under  the  dental  plan. 


^Details  of  this  project  have  been  published  in  "Cost 
Containment  through  Risk-Sharing"  by  Stephen  Moore,  New 
England  Journal  of  Medicine,  June  14,  1979,  Vol.  300,  No.  24. 


The  dental  plan  maximizes  prevention,  eliminates 
administrative  delays  such  as  prior  approval,  and  offers 
participating  dentists  more  latitude  in  exercising  clinical 
judgment.  The  only  services  excluded  under  the 
capitation  are  those  such  as  orthodontia,  which  most 
dental  practices  refer  to  specialists.  These  services  will 
continue  to  be  available  to  enrollees  through  the  fee- 
for-service  system. 

Participating  dental  practices  are  reimbursed  through 
a  monthly  capitation  payment  for  each  family  enrolled. 
The  capitation  rate  was  derived  using  a  "chair  hour" 
methodology.  This  approach  translates  estimated 
covered  services  needed  into  time  required  to  provide 
them.  A  rate  is  developed  by  placing  a  cash  value  on 
dentist  and  hygienist  time  and  other  dental  practice 
costs  and  then  multiplying  by  the  anticipated 
percentage  of  users. 

Because  of  the  incentive  under  this  system  for 
practices  to  underserve  their  enrollees,  all  participating 
practices  must  agree  to  cooperate  with  the  quality 
assurance  system  established  for  the  project.  Patient 
utilization,  patient  satisfaction,  initial  dental  health,  and 
the  treatment  process  will  be  evaluated.  Care  actually 
received  by  individuals  will  be  compared  with  their 
needs  as  initially  identified  by  the  dentist,  as  well  as 
against  state-wide  averages  for  other  AFDC  providers 
and  other  practices  participating  in  the  study. 

This  project  will  end  January  31 ,  1984. 

15.  InterStudy  Alternative  Care  Project 

In  March  1978,  HCFA  awarded  a  two-year  grant  to 
InterStudy  to  promote  the  development  of  business- 
sponsored  and  business-initiated  alternative  delivery 
systems  (ADS).  As  part  of  this  effort,  InterStudy 
conducted  a  baseline  review  of  specific  corporations 
interested  in  ADS  development.  InterStudy  identified  15 
influential  target  businesses  interested  in  ADS, 
counseled  them  on  relevant  issues  to  assist  them  in 
deciding  whether  to  sponsor  development  of  ADS,  and 
studied  and  defined  the  dynamics  or  corporate  health 
care  decision-making. 

The  original  grant  was  later  amended  to  redirect  the 
activities  in  two  significant  ways.  First,  while  the  major 
focus  remained  on  corporations,  the  project  team  con- 
centrated on  communities  in  which  the  key  to  ADS 
development  was  not  in  a  single  corporation  but  in  a 
variety  of  local  groups.  Second,  the  original  focus  on 
documenting  15  corporations'  health  care  positions  was 
broadened  to  analyze  the  sequence  of  data  collection 
and  education  steps  which  enabled  a  corporation  to 
adopt  and  implement  an  effective  pro-ADS  stance.  An 
additional  two-year  award  was  made  to  concentrate 
efforts  on  five  major  corporations  and  motivate  them  to 
explore,  develop,  and  stimulate  ADS. 

This  subsequent  award  stimulated  the  development  of 
special  programs  for  the  various  corporations'  retirees. 
InterStudy  identified  five  major  corporations  with  an 
interest  in  encouraging  and  possibly  developing  ADS. 
Some  of  the  corporations  had  been  offering  the  HMO 
option  for  three  years  or  more  and  experienced  a 
"cross-over  effect"  (where  private  sector  savings  accrue 
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to  Medicare)  in  their  health  care  premiums  as  the  rates 
rose  more  slowly  than  conventional  insurance  rates. 
InterStudy  hoped  to  demonstrate  this  effect  in  the 
selected  companies — American  Telephone  and 
Telegraph,  General  Motors,  IBM,  Mobil  Oil,  and  U.S. 
Steel. 
The  project  ended  in  April  1982. 

16.  University  of  California  at  San  Francisco 
Project 

Under  a  two-year  grant,  the  University  of  California  at 
San  Francisco  investigated  two  issues  of  importance  to 
the  future  of  HMOs  in  the  medical  care  system.  The  first 
was  whether  observed  differences  in  hospital  utilization 
and  cost  between  enrollees  in  HMOs  and  in  con- 
ventional health  insurance  plans  were  attributable  in 
part  to  self-selection.  In  addressing  this  issue,  the 
research  identified  underlying  reasons  for  selection  and 
the  effects  it  has  on  HMO  performance. 

The  second  issue  was  whether  the  existence  of  an 
HMO  produces  a  competitive  response  by  conventional 
insurers  and  providers  that  results  in  lower  use  by  non- 
HMO  enrollees.  If  this  does  occur,  the  implications  will 
be  significant,  since  enrollment  of  a  relatively  small 
portion  of  the  population  in  HMOs  might  increase 
competition  in  the  medical  system  as  a  whole. 

The  project  assessed  the  selective  and  competitive 
effects  of  HMOs  by  measuring  usage  by  people  with 
dual  choice  who  have  chosen  conventional  coverage, 
by  geographic  area,  and  by  people  with  conventional 
coverage  regardless  of  a  dual  choice  option.  The  data 
sources  included  enrollment  and  utilization  data  by 
State  for  Blue  Cross  members  and  Federal  Employees 
Health  Benefits  Plan  enrollees  in  the  Blue  Cross/Blue 
Shield  option  and  overall  hospital  utilization  experience 
reported  in  the  annual  American  Hospital  Association 
survey. 

17.  Comparative  Analysis  of  Beneficiary  Costs  in 
Prepaid  Health  Plans 

ORD  is  conducting  intramural  studies  of  the  prepaid 
health  plans  (PHPs)  that  contract  with  HCFA  for 
capitation  payments  for  their  Medicare  members,  as 
authorized  by  the  Social  Security  Act. 

The  data  base  for  PHP  studies  is  derived  from 
Medicare  operating  statistics.  Medicare  beneficiaries 
who  are  members  of  contracting  plans  may  use  out-of- 
plan  services  and  receive  Medicare  reimbursement  for 
them.  (However,  members  of  plans  under  risk-sharing 
contracts  are  restricted  to  in-plan  services.)  The 
Medicare  billing  and  payment  records  allow  retrieval  of 
these  out-of-plan  costs,  which  can  be  combined  with  in- 
plan  costs  for  analyses  of  the  total  experience  with  PHP 
Medicare  members.  This  data  system,  which  includes 
data  for  GPPPs,  HMOs,  and  comparable  groups  of  non- 
plan  beneficiaries  as  controls,  is  currently  being  tested 
for  calendar  year  1977.  It  will  subsequently  become  a 
routine,  ongoing  data  file  created  annually,  which  can 
be  used  for  analyses  of  individual  plans,  selected 
groups  of  plans,  or  all  contracting  plans. 


A  major  objective  of  these  studies  is  to  test  the 
hypotheses  underlying  the  promotion  of  HMO-type  pre- 
paid service  plans  and  to  identify  factors  associated 
with  their  success  or  failure  in  containing  health  care 
costs.  While  previous  studies  have  been  confined  to 
selected  groups  of  plans,  the  new  data  system  will  make 
it  possible  to  extend  studies  to  a  wider  and  more  varied 
assortment  of  plans. 

18.  Risk  Differential  Between  Medicare 
Beneficiaries  Enrolled  and  Not  Enrolled  in  an 
HMO 

This  recent  intramural  study,  by  HCFA's  Office  of 
Research,  examined  the  selection  issue  for  Medicare 
open  enrollees  in  the  Group  Health  Cooperative  of 
Puget  Sound  (GHC)  in  the  State  of  Washington.  The 
study  compared  inpatient  hospital  usage  and  associated 
costs  by  Medicare  beneficiaries  in  the  same  geographic 
area  and  time  period  who  did  not  enroll.  The  objective 
was  to  determine  whether  GHC,  in  its  open  enrollment 
efforts,  enrolled  Medicare  beneficiaries  whose  risk  of 
incurring  medical  expenses  was  different  from  the  other 
beneficiaries  in  the  area  and,  if  so,  the  magnitude  of  the 
difference. 

Specifically,  the  Medicare  claims  of  887  beneficiaries 
who  later  enrolled  in  GHC  were  compared  to 
approximately  200,000  beneficiaries  who  did  not  join 
GHC.  The  results  indicated  that  the  open  enrollment 
beneficiaries  used  inpatient  services  52  to  62  percent 
less  than  the  comparison  group  in  the  two  years  prior  to 
their  enrollment  in  GHC.  The  rate  of  reimbursement  for 
inpatient  services  was  40  to  50  percent  below  that  of  the 
comparable  population.  In  addition,  the  open  enrollees' 
use  of  Part  B  services  appeared  to  be  lower,  but  the 
measure  used,  percent  of  people  fulfilling  the  Part  B 
deductible,  admittedly  was  crude. 

Two  explanations  for  the  plan's  lower  utilization  rates 
are  possible.  First,  healthier,  low-risk  people  may  have 
been  attracted  to  and  "self-selected"  GHC:  perhaps 
higher  risk  patients  were  not  attracted.  Second,  GHC 
may  have  encouraged  healthier  people  to  enroll  (or 
discouraged  less  healthy  people  from  enrolling)  in  its 
plan.  Neither  explanation  could  be  ruled  out  in  the 
study.  However,  results  do  indicate  that  a  further 
analysis  of  the  AAPCC  methodology  may  be  warranted. 
The  AAPCC  currently  controls  for  place  of  residence, 
age,  sex,  welfare  status,  and  institutional  differences  in 
reimbursement  rates.  The  study  suggestes  that  other 
factors  unaccounted  for  by  the  AAPCC,  including  a 
selection  process,  can  affect  reimbursement. 


C.  Ambulatory  Care  Services  and  Access 

1.  Municipal  Health  Service  Program 

In  June  1978,  the  Robert  Wood  Johnson  Foundation 
(RWJF)  and  HCFA  agreed  to  collaborate  in 
demonstrating  and  evaluating  new  methods  of 
delivering  and  reimbursing  medical  services  to  increase 
access  to  primary  care  and  to  decrease  total  health  care 
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cost  per  person  served.  The  first  of  these  cooperative 
efforts  is  the  Municipal  Health  Services  Program 
(MHSP).  The  chief  aim  of  the  MHSP  is  to  assist 
municipalities  in  providing  health  care  services  to 
medically  underserved  areas  by  expanding  existing 
programs  of  health  departments  and  hospitals  within  a 
limited  increase  in  a  city's  budget.  The  emphasis  is  on 
delivering  primary  care  and  preventive  services  in  ambu- 
latory clinic  settings.  The  MHSP  is  expected  to  aid  State 
and  local  governments  in  making  policy  decisions  about 
the  role  of  municipal  hospitals.  It  will  also  help  to 
determine  whether  developing  primary  care  clinics  as- 
sociated with  the  outpatient  departments  of  these 
hospitals  can  increase  access  to  health  care  services  in 
urban  areas  and  contain  their  costs.  A  decrease  in  the 
total  cost  and  utilization  of  inpatient  and  emergency 
room  services  is  anticipated. 

RWJF  awarded  approximately  $15  million  to  five  cities 
in  June  1978  to  conduct  these  programs.  The  cities  are 
Baltimore,  Cincinnati,  Milwaukee,  St.  Louis,  and  San 
Jose.  RWJF  is  also  supporting  the  Conservation  of 
Human  Resources  Project  of  Columbia  University  in  the 
evaluation  of  the  program's  impact  on  the  organization 
and  financing  of  municipal  health  services. 

HCFA's  involvement  in  the  MHSP  has  been  twofold. 
First,  HCFA  directed  the  design  and  implementation  of 
a  Medicare  and  Medicaid  waiver  program.  The  Medicare 
waiver  allows  reimbursement  for  routine  visits  and  16 
currently  non-covered  primary  or  preventive  ancillary 
services.  It  also  waives  copayment  and  deductibles 
under  Medicare.  A  total  of  20  MHSP  clinics  were 
projected  by  August  1981. 

In  addition  to  the  waiver  program,  HCFA  awarded  a 
competitive  contract  to  the  University  of  Chicago  to 
evaluate  the  impact  of  the  program  on  cost,  utilization, 
and  access  to  ambulatory  health  services.  Preliminary 
analysis  shows  that  the  cities'  individual  average  costs 
cper  visit  (excluding  ancillaries)  appear  related  to  visit 
volume  in  a  manner  contrary  to  expectation.  For 
example,  Cincinnati,  with  the  lowest  volume  of 
Medicare  visits  (382),  has  the  lowest  cost  per  visit 
($29.95);  St.  Louis,  with  the  highest  volume  (1,972),  has 
the  highest  cost  ($54.21 ). 


2.  Michigan  Pre-Negotiated  Fee  Experiment 

In  1979,  the  Michigan  Department  of  Social  Services 
was  granted  Medicaid  waivers  to  test  a  pre-negotiated 
fee  reimbursement  mechanism  for  urban  clinics. 
Beginning  in  January  1980,  the  University  Clinics, 
located  with  a  group  of  hospitals  in  the  Detroit  Medical 
Center  complex,  were  authorized  to  be  reimbursed  for 
services  provided  to  the  categorically  needy  Medicaid 
population  on  a  prospectively  set  rate  of  $47.10  per  visit. 
The  University  Clinics  provide  outpatient  ambulatory 
care  to  the  inner-city  Detroit  population. 

Insofar  as  the  clinics  were  able  to  operate  within  the 
negotiated  rate,  they  shared  the  savings  with  the  Depart- 
ment of  Social  Services  and  the  Federal  government. 
They  were  to  absorb  any  costs  in  excess  of  the  rate.  To 
avoid  selective  case-mixing,  the  costs  of  total  services- 


primary,  specialized,  and  tertiary— were  compared  to 
the  costs  for  the  same  services  provided  to  a  matched, 
non-user,  categorically  needy  Medicaid  population. 
Initial  results  indicate  that  this  reimbursement  approach 
reduced  costs  of  services.  A  final  report  detailing  cost 
information  was  prepared  by  the  Department  of  Social 
Services. 


3.  Mental  Health  Services 

In  February  1980,  the  Assistant  Secretary  for  Planning 
and  Evaluation  (ASPE),  HCFA,  and  the  Alcohol,  Drug 
Abuse,  and  Mental  Health  Administration  (ADAMHA)  of 
the  Public  Health  Service  signed  an  interagency 
agreement  to  demonstrate  and  evaluate  the  impact  of 
Medicare  reimbursement  for  non-hospital  operated 
community  mental  health  centers  (CMHCs),  organized 
ambulatory  mental  health  settings,  and  partial 
hospitalization  facilities.  The  initiative  is  an  outgrowth 
of  recommendations  by  the  President's  Commission  on 
Mental  Health  to  expand  Medicare  benefits  for  mental 
health  services  provided  in  the  community. 

The  purpose  of  the  demonstration  is  to  document  the 
cost  of  the  services,  estimate  the  total  costs  to  Medicare 
if  the  benefits  were  adopted  by  the  program,  gather  data 
on  use  of  services  by  the  Medicare-eligible  population, 
establish  standards  for  professionals  providing  services, 
and  determine  methods  and  rates  of  reimbursements. 

Under  the  demonstrations,  the  range  of  services  and 
types  of  providers  covered  will  be  expanded,  and  reim- 
bursement will  be  on  a  cost-related  basis  rather  than  on 
a  fee-for-service  basis.  The  annual  deductible  normally 
required  by  Part  B  of  Medicare  and  the  $250.00  net 
reimbursement  limit  on  outpatient  therapeutic  mental 
health  services  will  not  apply.  Instead,  for  half  of  the 
sites,  there  will  be  a  Medicare  net  reimbursement  limit 
of  $750.00  per  patient  per  year  for  all  covered  mental 
health  services  provided.  There  will  be  no  limit  for  the 
remaining  sites.  In  addition,  no  dollar  limitation  will  be 
imposed  on  partial  hospitalization  programs.  Medicare 
beneficiaries  will  continue  to  be  responsible  for 
coinsurance  payments,  but  in  amounts  equal  to  20 
percent  of  the  provider's  charge  for  covered  services. 

ADAMHA  developed  criteria  and  selected  the  45  sites 
to  participate  in  this  three-year  demonstration.  These 
sites  consist  of  15  freestanding  community  mental 
health  centers;  15  smaller,  less  comprehensive  mental 
health  ambulatory  settings  which  meet,  at  a  minimum, 
the  physician  supervision  standards  of  the  Rural  Health 
Clinics  Act;  and  15  providers  of  partial  hospitalization 
for  mental  patients  that  do  not  operate  in  conjunction 
with  organized  ambulatory  settings. 

HCFA  shares  with  ADAMHA  the  responsibility  for  the 
demonstration.  In  addition  to  contracting  with  Executive 
Resource  Associates,  Inc.  to  implement  the 
demonstration  at  the  various  sites,  HCFA  also  granted 
the  necessary  waivers.  (Reimbursement  began  in  April 
1981.)  ASPE  and  HCFA  are  monitoring  the  evaluation 
component  of  the  demonstration,  an  activity  being 
carried  out  by  MACRO  Systems,  Inc.,  under  an  ASPE 
contract. 
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4.  Alcoholism  Treatment 

HCFA  and  the  National  Institute  on  Alcohol  Abuse 
and  Alcoholism  (NIAAA)  implemented  a  grant  program 
in  1981  to  test  the  merits  of  providing  non-institutional 
treatment  of  alcoholism  under  Medicare  and  Medicaid. 
Seventy-five  alcoholism  halfway  houses  and  freestand- 
ing inpatient  and  outpatient  centers  will  become  eligible 
for  reimbursement.  NIAAA  will  contribute  about  $1 
million  for  the  first  year  to  cover  administrative  costs  for 
approximately  five  umbrella  grantee  organizations,  each 
covering  about  15  treatment  centers.  HCFA  will  grant 
the  necessary  Medicare  and  Medicaid  waivers  to  pay  for 
currently  non-covered  services.  The  demonstrations  are 
to  be  funded  for  up  to  four  years.  Grants  will  be  made  in 
five  geographic  locations,  with  at  least  one 
demonstration  focusing  on  American  Indians  or 
Alaskan  natives. 

The  demonstrations  will  explore  the  feasibility  and 
effectiveness  of  providing  alcoholism  services  in  these 
settings.  They  will  determine  the  costs  of  services  and 
the  impact  of  the  program  on  the  client  population  and 
on  other  health  care  providers.  The  demonstrations  will 
emphasize  the  use  of  non-physician  personnel,  such  as 
alcoholism  counselors,  in  the  treatment  programs.  A 
uniform  benefits  package  for  Medicare  and  Medicaid 
will  be  applied  across  the  participating  providers. 

The  initial  six  to  nine  months  of  the  first  grant  year 
were  designed  as  a  developmental  phase,  to  permit  the 
grantee  to  plan  the  various  aspects  of  the  project  in 
specific  detail  and  to  afford  training  for  grantee  and 
provider  personnel.  HCFA's  Office  of  Direct 
Reimbursement  will  serve  as  the  fiscal  intermediary, 
preparing  the  necessary  billing  forms  and  overseeing 
payment. 

5.  Physician  Extenders 

ORD  studied  the  circumstances  under  which 
reimbursement  for  physician  extender  (RE)  services 
would  be  appropriate  under  the  Medicare  program  and 
how  such  services  should  be  reimbursed.  PE  services 
were  found  to  generally  increase  productivity  and  cost- 
effectiveness.  Findings  from  a  HCFA-funded  study  by 
the  University  of  Southern  California  indicated  that  use 
of  a  PE  significantly  reduced  physicians'  involvement  in 
the  provision  of  basic  care  and  that  PEs  focus  more 
exclusively  on  basic  care  than  do  physicians.  In  addition, 
PEs  see  more  patients  for  longer  periods,  and  they 
seem  to  generate  more  income  per  day.  PE  practices 
also  provide  more  telephone  care  and  charge  less  than 
non-PE  practices. 

Another  study  focused  on  an  evaluation  of  PE  and 
comparison  practices  to  assess  differences  in  quality  of 
care  and  practice  costs.  System  Sciences,  Inc. 
conducted  this  evaluation  and  completed  the  final 
report  in  March  1978.  Interviews,  observations,  and 
review  of  records  revealed  that  participating  practices 
with  PEs  scored  higher  in  quality  than  did  comparison 
practices  without  PEs.  Physicians  reported  that  their 
supervision  of  PEs  in  ambulatory  care  practices  was 
minimal  and  rated  PE  skills  highly.  In  addition,  the 


range  of  patient  services  available  in  PE  practices 
generally  increased.  Data  also  indicated  that 
reimbursement  for  PE  services  was  cost-effective; 
practices  with  PEs  provided  more  patient  visits  per 
$10,000  of  practice  costs  than  did  non-PE  practices. 
Also,  among  those  practices  using  PEs,  solo  practices 
saw  more  patients  than  non-solo  practices.  An  analysis 
of  billings  per  visit  to  patient  and  third-party  payment 
sources  by  practice  revealed  that  average  charges  per 
visit  were  lower  in  practices  with  PEs. 

During  the  third  portion  of  this  project,  cost  and 
utilization  data  were  collected  for  the  years  1976 
through  1979  to  assess  the  impact  of  PE  reimbursement 
on  PE  practice  activity.  Participating  practices  were 
reimbursed  for  PE  services  based  on  a  percentage  of 
the  physician's  allowed  Medicare  reimbursement,  either 
100  percent,  80  percent,  or  an  average  net  cost  related 
to  reimbursement  (generally  around  62  percent  of 
physician  charges).  The  cost  and  utilization  data 
collected  from  the  participating  carriers  were  of  poor 
quality  and  did  not  permit  an  analysis  of  the  impact  of 
Medicare  reimbursement  on  physician  practice. 

The  study,  which  was  terminated  on  June  30,  1980, 
had  a  significant  influence  on  the  passage  of  legislation 
authorizing  Medicare  and  Medicaid  reimbursement  for 
nurse  practitioners  and  physician  extenders  in  rural 
health  clinics. 

6.  Clinical  Psychology/Expanded  Mental  Health 
Coverage  Under  Medicare 

Under  a  Congressional  mandate,  HCFA  carried  out  an 
experiment  in  Colorado  to  determine  the  effects  on 
Medicare  costs  and  use  of  allowing  direct 
reimbursement  to  clinical  psychologists  and  reducing 
Medicare  beneficiaries'  copayment  amounts  for 
outpatient  mental  health  services.  The  experiment  was 
intended  to  show  whether  outpatient  mental  health 
services  became  substitutes  for  inpatient  services  and 
the  cost  implications  of  reimbursing  clinical 
psychologists. 

SRI  International,  under  a  contract  to  HCFA, 
evaluated  the  demonstration  project  using  data 
collected  by  Colorado  Blue  Cross/Blue  Shield.  In 
addition,  SRI  undertook  a  substudy  to  assess  the  extent 
of  consumer  awareness  of  the  changes  in  Medicare 
mental  health  benefits. 

Results  showed  no  significant  effects  on  Medicare 
expenditures  and  minimal  increases  in  the  use  of  the 
benefits.  Medicare  beneficiaries  used  few  services  of 
clinical  psycnologists.  There  was  no  evidence  of  substi- 
tution of  outpatient  for  inpatient  care.  Part  of  the  results 
may  have  been  due  to  the  lack  of  consumer  awareness 
of,  or  interest  in,  these  benefit  changes. 


D.  End-Stage  Renal  Disease  Program 

in  1972,  Congress  extended  Medicare  coverage  for 
the  cost  of  end-stage  renal  disease  (ESRD)  treatment  to 
over  90  percent  of  the  population.  Prior  to  enactment  of 
this  legislation,  many  ESRD  patients  received  little  or  no 
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assistance  in  meeting  the  high  costs  of  maintenance 
dialysis  or  l<iclney  transplantation  treatments. 

With  the  increased  access  to  care  afforded  by  the 
extension  of  Medicare  coverage,  demand  for  services 
and  their  related  costs  have  increased  significantly. 
While  demand  in  a  program  such  as  ESRD  is  a 
reflection  of  need,  the  cost  increases,  particularly  in  the 
earlier  stages  of  program  implementation,  were 
attributable  to  the  disincentives  to  home  dialysis  that 
existed  under  the  Medicare  law.  Previous  research 
showed  that  these  disincentives  had  contributed  to  a 
decline  in  the  percentage  of  patients  dialyzing  at 
home— from  36  percent  in  1973  to  approximately  13 
percent  in  1977.  Since  in-facility  dialysis  costs  $22,000 
per  patient  year  and  home  dialysis  costs  $11 ,800  after 
the  first  year  at  home,  the  disincentives  had  important 
cost  implications  for  the  program. 

In  response  to  cost  concerns,  Congress  in  1978 
enacted  legislation  to  encourage  the  use  of  the  less 
costly  home  treatment  modality.  Preliminary  indications 
are  that  the  legislation  is  beginning  to  have  its  intended 
effects.  In  spite  of  the  increase  in  total  expenditures  and 
numbers  of  clients,  the  actual  per  capita  costs 
decreased  3.5  percent,  from  $16,564  in  1978  to  $16,075 
in  1979. 


1.  Home  Dialysis  Aide  Experiments 

HCFA  sponsored  three  demonstration  projects  which 
changed  ESRD  benefits  by  extending  coverage  to  the 
services  of  a  dialysis  aide  for  maintenance  dialysis 
sessions  performed  in  the  patients'  homes.  The  projects 
tested  whether  providing  this  extra  benefit  would  result 
in  more  patients  choosing  home  dialysis  as  a  treatment 
option  and,  if  so,  what  the  cost  and  quality  implications 
would  be.  This  benefit  was  available  to  participating 
beneficiaries  through  1981. 

There  were  two  categories  of  aides  covered  under  the 
demonstration.  The  first,  known  as  "partners,"  consisted 
of  family  or  household  members.  The  second,  known  as 
"assistants,"  comprised  non-family  or  non-household 
members  qualified  to  perform  this  service.  As  a  practical 
matter,  many  nurses  were  dialysis  assistants. 

Both  partners  and  assistants  were  paid;  however, 
partners  received  a  monthly  payment  equal  to  approxi- 
mately one-half  the  amount  that  assistants  received. 

Three  contractors  designed  and  implemented  these 
demonstration  projects.  The  System  Sciences,  Inc.  dem- 
onstration began  on  April  1,  1978  in  eight  experimental 
facilities  located  in  six  different  States:  New  York,  Mas- 
sachusetts, Mississippi,  Florida,  Minnesota,  and 
California.  The  Research  Triangle  Institute 
demonstration  began  on  October  1,  1978,  with  10 
dialysis  facilities  located  in  North  Carolina.  The 
University  of  Utah  demonstration,  initiated  July  1,  1978, 
involved  eight  experimental  facilities  in  Utah  and 
Colorado. 

All  three  projects  completed  their  third  and  final  year 
of  the  patient  intake  phase  of  the  demonstration  in  1980. 
Results  thus  far  show  increases  by  all  three  contractors 
in  the  percentage  of  patients  in  experimental  facilities 
choosing  home  dialysis.  In  the  System  Sciences  project 


over  a  two-year  period,  the  percentage  of  home  patients 
in  experimental  facilities  increased  from  26  to  34 
percent,  whereas  home  dialysis  patients  in  the  control 
facilities  decreased  from  26  to  23  percent.  Interpreted 
another  way,  51  percent  of  all  new  patients  in  the 
experimental  facilities  chose  home  dialysis,  compared 
to  only  12  percent  for  control  facilities. 

In  the  University  of  Utah  project,  the  rate  of  increase 
in  the  home  dialysis  patient  population  among  the 
experimental  facilities  slowed  down  somewhat  during 
the  second  year  compared  to  the  first  year's  increase. 
Nevertheless,  taking  the  two  years  together  (May  1978 
to  May  1980),  there  was  an  overall  increase  of  6  percent 
in  the  number  of  home  dialysis  patients  in  the 
experimental  facilities,  from  26  percent  in  May  1978  to 
32  percent  in  May  1980.  The  actual  number  of  home 
dialysis  patients  as  of  May  1980  was  183,  a  69  percent 
increase  over  the  107  patients  in  1978.  This  increase  in 
the  number  of  home  patients  for  experimental  facilities 
far  exceeds  the  6  percent  increase  of  home  patients  for 
the  control  facilities. 

In  the  Research  Triangle  Institute  demonstration, 
during  the  first  half  of  the  second  year  the  experimental 
home  patient  population  increased  from  a  total  of  265 
patients  to  288  patients  (a  9  percent  increase),  whereas 
the  home  population  of  the  control  facilities  increased 
by  only  one  patient,  from  122  to  123.  In  the  first  year  of 
the  demonstration,  the  control  facilities  showed  a  much 
greater  increase  in  the  percentage  of  home  patients 
than  did  the  experimental  facilities,  but  this  can  be 
partly  attributed  to  their  low  number  of  home  dialysis 
patients.  After  the  first  one  and  a  half  years  of  the 
demonstration,  the  increase  in  the  actual  number  of 
home  patients  in  the  North  Carolina  experimental 
facilities  was  62,  compared  to  52  for  the  Tennessee 
control  facilities. 

Experience  thus  far  indicates  varied  results  with 
respect  to  the  use  of  assistants  versus  partners  in  the 
experimental  facilities.  System  Sciences  reported  that 
after  the  first  two  years  of  the  demonstration,  more 
assistants  than  partners  were  used;  Research  Triangle 
showed  the  opposite,  and  the  University  of  Utah 
showed  an  equal  increase  in  assistants  and  partners. 
The  reasons  for  the  variations  require  further 
investigation. 

Orkand  Corporation  is  evaluating  the  three  demonstra- 
tions. In  addition  to  analyzing  cost,  the  evaluation  will 
gather  information  on  the  aides  and  attitudes  that 
influence  the  choice  of  home  dialysis. 

An  interim  report  was  available  in  the  fall  of  1981,  and 
the  final  report  will  be  published  in  October  1982. 

2.  Service  Use  and  Reimbursement 

Under  this  intramural  study,  ORD  examined  the  use 
of  services  and  Medicare  reimbursement  for  ESRD 
patients  between  1974  and  1979  using  administrative 
claims  data.  The  study  yielded  utilization  and 
reimbursement  information  on  the  ESRD  population  in 
greater  detail  than  was  presently  available.  It  also 
provided  data  for  projecting  future  demand  for  care  by 
this  population. 
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Trend  analysis  documented  the  growth  of  the 
program  and  the  reasons  for  growth  (new  patients, 
inflation,  longevity  of  original  patients).  The  study 
population  included  approximately  80,000  Medicare 
beneficiaries  designated  at  some  time  as  end-stage 
renal.  Enrollment  and  claims  data  provided  information 
on  all  utilization  and  reimbursement  for  this  population. 
Enrollment  and  termination  information  enabled 
longevity  as  an  ESRD  patient  to  be  calculated.  Use  and 
reimbursement  rates  were  calculated  per  person  year.  It 
was  not  only  possible  to  examine  age,  sex,  and  race- 
specific  utilization  rates  per  year,  but  also  to  examine 
the  utilization  rates  of  cohorts  through  time.  The  study 
included  differences  in  reimbursement  and  use  by 
modality  type  so  that  program  expenditures  could  be 
calculated  for  home  and  facility  dialysis  patients,  as  well 
as  for  transplant  patients. 

This  study  began  in  June  1979  and  produced  a  draft 
report  in  1981. 


3.  Non-Eligible  Patient  Population 

As  mandated  by  P.L.  95-292,  ORD  awarded  a  contract 
in  1981  to  study  the  small  segment  of  the  ESRD  patient 
population  that  is  not  eligible  for  Federal  assistance 
(Medicare,  VA,  etc.).  Some  of  the  factors  to  be  studied 
are  the  number  of  ineligible  patients,  their  demographic 
characteristics,  the  source  of  their  finances  for  covering 
ESRD  expenses,  and  the  amount  of  additional  Federal 
funds  which  would  be  needed  to  cover  them. 


4.  Renal  Physician  Reimbursement  Study 

ORD  initiated  a  preliminary  analysis  of 
reimbursement  for  renal  physicians  under  its  grant  to 
Northwestern  University's  Center  for  Health  Services 
and  Policy  Research.  The  Center  has  prepared  three 
papers^  which  review  issues  relating  to  an  appropriate 
method  of  physician  compensation  and  an  economic 
analysis  of  the  cost  of  renal  dialysis. 

The  first  paper  analyzes  the  fee-for-service  and  capita- 
tion methods  of  compensation  for  physicians 
participating  in  the  program.  It  shows  that  the  level  of 
capitation  payment  determines  the  point  at  which  a 
physician  has  a  financial  incentive  to  switch  from  fee- 
for-service  to  capitation.  Other  issues  include  a 
discussion  of  the  incentive  to  "sort"  patients  between 
fee-for-service  and  capitation  facilities  according  to  the 
expected  cost  of  treatment  and  the  importance  of 
choosing  a  compensation  method  that  minimizes  total 
program  cost  rather  than  focusing  on  the  issue  of 
physician  compensation  alone. 


^The  three  papers  are:  Compensation  of  Physicians  In  the  End 
Stage  Renal  Disease  Program  (March  1979),  Financial 
Incentives  and  Policy  Goals  of  the  End  Stage  Renal  Disease 
Program  (November  1979),  and  An  Economic  Analysis  of  the 
Production  and  Cost  of  Renal  Dialysis  Treatments  (June  1980). 
All  three  papers  are  available  through  the  Center  for  Health 
Services  and  Policy  Research  at  Northwestern  University. 


The  second  paper  presents  an  overview  of  the  relation- 
ship between  financial  incentives  and  policy  goals  of 
the  ESRD  program.  It  reviews  the  general  issues  of  cost 
and  charge  reimbursement  and  discusses  the 
implications  of  dialysis  facility  ownership  and  market 
environment  on  the  level  and  type  of  patient  amenities. 
It  presents  a  conceptual  basis  for  examining  the  cost  of 
home  versus  facility  dialysis  and  analyzes  the 
distinction  between  program  (Federal  budget)  cost 
versus  real  or  true  social  cost,  particularly  as  it  applies 
to  home  dialysis. 

The  third  paper  provides  empirical  estimates  of 
production  and  cost  functions  for  renal  dialysis 
treatments.  It  shows  that  substantial  economies  of  scale 
exist  in  this  industry,  meaning  that  cost  per  treatment 
declines  as  facility  size  increases.  The  paper  discusses 
the  implications  of  this  finding,  particularly  in  relation  to 
reimbursement  policy,  patient  welfare,  economic  rents 
(unearned  profits),  and  government  regulation. 

5.  Study  on  the  Implementation  of  the  ESRD 
Program 

In  September  of  1978,  HCFA  awarded  a  grant  to  the 
Rand  Corporation  to  study  the  implementation  of  the 
ESRD  program.  Rand  was  to  identify  the  major  factors 
affecting  the  implementation  of  the  ESRD  program  and 
assess  the  administrative  implications  of  the  ESRD  im- 
plementation for  prospective  national  health  insurance 
(NHI)  programs. 

In  September  1980,  Rand  published  its  final  report, 
which  covers  the  period  from  the  passage  of  P.L.  92-603 
(October  1972)  through  mid-1978.  It  is  particularly  bene- 
ficial as  a  resource  document  for  researchers,  policy 
analysts,  and  public  officials  interested  in  the 
complexity  of  the  implementation  process  for  large- 
scale,  publicly  funded  initiatives.  It  concludes  that 
patient  access  to  care  has  been  realized  and  that 
reimbursement  policies  for  paying  for  dialysis  have 
been  generally  successful  in  containing  the  costs  of  the 
ESRD  program. 

The  study  also  indicates  that  Congressional 
supervision  of  two  types  is  needed  to  ensure  effective 
implementation  of  large-scale  programs.  The  first  is 
oversight  hearings  "before  the  effective  date  of  a 
program,  perhaps  two-thirds  of  the  way  between 
enactment  and  that  date. .  .to  accelerate  resolution  of 
policy  issues  and  provide  more  time  for  the  critical 
phase  of  operational  plannings."  The  second  type  of 
supervision  is  "regular  hearings,  perhaps  annually,  to 
address  issues  of  implementation." 


E.  Early  and  Periodic  Screening, 
Diagnosis,  and  Treatment  Program 

A  1967  amendment  to  Title  XIX  of  the  Social  Security 
Act  required  States  to  cover  early  and  periodic 
screening,  diagnosis,  and  treatment  (EPSDT)  services 
for  all  Medicaid-eligible  children  under  21 . 
Implementation  of  the  amendment  was  delayed,  partly 
because  the  States  feared  extensive  fiscal  burdens 
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resulting  from  heavy  demands  upon  scarce  health  care 
resources.  However,  in  February  1972  HHS  published 
regulations  requiring  all  States  to  provide  early  and 
periodic  screening  of  eligible  children  and  subsequent 
diagnosis  and  treatment  of  physical  and  mental 
developmental  conditions  discovered  within  the  limits  of 
State  plans.  Treatment  was  partially  determined  by  the 
amount,  duration,  and  scope  of  care  and  services 
available.  In  addition,  the  program  provided  for 
eyeglasses,  hearing  aids,  other  kinds  of  treatment  for 
visual  and  hearing  problems,  and  for  some  dental  care. 
Later  requirements  included  notification  of  service 
availability  and  follow-up  services.  EPSDT  represented 
a  significant  departure  for  the  Medicaid  program. 
Rather  than  simply  being  responsible  for 
reimbursement  for  bills  submitted  by  providers,  EPSDT 
required  States  to  ensure  the  provision  of  services. 

To  provide  knowledge  about  EPSDT  program  per- 
formance at  Federal,  State,  and  local  levels,  HHS 
authorized  grants  for  a  series  of  demonstration  projects 
designed  to  investigate  the  program's  impact  on  child 
health;  develop  more  effective  and  efficient  procedures 
for  EPSDT  outreach,  screening,  case  management  and 
follow-up  care;  determine  cost  of  the  program's 
functions;  develop  evaluation  models  to  assess  State 
and  local  programs;  and  demonstrate  working 
relationships  between  agencies  and  providers  with  a 
special  emphasis  on  schools,  special  education, 
developmental  programs,  and  the  needs  of  children  and 
adolescents. 


1.  Johns  Hopkins  Center  for  School-Aged 
Mothers  and  Their  Infants 

This  project  was  carried  out  under  a  grant  with  the 
Maryland  Department  of  Health  and  Mental  Hygiene. 
The  demonstration  provided  comprehensive  care  during 
pregnancy,  labor,  delivery,  and  the  postpartum  and 
neonatal  periods  in  one  setting  to  adolescents  17  years 
and  under.  The  project  also  coordinated  existing  re- 
sources in  the  community  to  offer  family  planning 
services.  Beginning  with  prenatal  care,  the  program 
continues  until  the  child  reaches  age  three.  To  help 
prevent  early  unwanted  pregnancies,  the  grantee 
incorporated  family  planning  and  sexual  education  into 
every  phase  of  the  program.  There  was  only  one  repeat 
pregnancy  among  approximately  200  girls  seen  in  the 
follow-up  between  January  and  June  1978,  although  50 
might  have  been  expected  on  the  basis  of  national 
figures.  Also,  more  than  80  percent  of  the  young 
mothers  returned  to  school  or  found  employment, 
compared  with  earlier  periods  when  90  percent  dropped 
out  of  school  after  delivery. 

In  the  third  year  of  the  project,  parents  and  children 
enrolled  in  the  follow-up  program  were  admitted  to  the 
Pediatric  Primary  Care  Clinic  of  the  Johns  Hopkins 
Hospital.  The  clinic's  adolescent  section  handled  the 
health  care  needs  of  the  young  mothers  and  fathers 
until  they  were  21  years  old  and  provided  continuing 
well  child  care  and  acute  care  for  the  infants. 

As  a  result  of  the  success  of  the  demonstration,  the 


Educational  Foundation  of  America  requested  that  the 
project  director  implement  an  adolescent  pregnancy 
program  in  Bridgeport,  Connecticut. 

The  Johns  Hopkins  University  evaluated  the 
program's  effectiveness,  cost  benefits,  client 
acceptance,  and  impact  on  the  problems  of  adolescent 
pregnancy  in  Baltimore,  as  well  as  its  potential  for  state- 
wide implementation. 

The  project  ended  May  29,  1981. 

2.  California  Department  of  Social  Services 

The  California  Department  of  Health  Services  is  con- 
ducting demonstration  projects  in  13  counties  to  test 
the  hypothesis  that  early  access  to  obstetrical  care  for 
low-income  women  will  improve  the  health  of  the 
mother  and  the  newborn.  In  addition,  the  project  seeks 
to  demonstrate  an  alternative  approach  to  the  financing 
and  delivery  of  obstetrical  services  in  medically 
underserved  areas.  This  three-year  project  was 
implemented  through  Section  1115  waivers. 

Nutrition,  health  education,  psychosocial  services, 
and  prenatal  vitamins  augment  the  usual  Medi-Cal 
benefits  in  the  program.  The  provision  of  these 
comprehensive  services,  as  well  as  earlier  onset  of  care 
(an  aspect  of  improved  access)  is  expected  to  improve 
the  health  of  mothers  and  their  infants.  Payment  to 
providers  for  a  more  comprehensive  package  of 
services  (for  a  total  per  patient  reimbursement  higher 
than  the  Medi-Cal  global  fee)  should  encourage  more 
providers  to  see  Medi-Cal  and  low-income  women. 
Ideally,  it  also  will  motivate  providers  to  bring  women  in 
during  the  early  stages  of  their  pregnancies  to  receive  a 
maximum  number  of  services. 

An  evaluation  is  being  performed  under  a  separate 
grant  to  the  California  Department  of  Health  Services.  It 
is  anticipated  that  a  positive  overall  outcome  for  the 
project  will  indicate  whether  the  obstetric  care  package 
and  reimbursement  mechanism  should  be  considered 
for  inclusion  within  the  Medi-Cal  system. 

The  demonstration  ended  in  June  1982. 

3.  School-Based  Integration  of  Health  and  Special 
Education  Services  for  Children 

This  project  (1978-1981 )  was  administered  by  the 
Merrimack  Education  Center  (MEC),  under  contract  to 
the  Massachusetts  Department  of  Public  Welfare.  MEC 
demonstrated  and  evaluated  a  new,  interagency 
approach  to  delivering  high  quality  educational  and 
health  services  to  children  through  a  school-based, 
local  resource  network.  Major  objectives  were  1 )  to 
design  and  implement  a  contracting/brokering 
mechanism  that  united  local  schools  and  medical 
service  providers  and  helped  to  ensure  that  EPSDT 
requirements  were  satisfied  and  2)  to  provide  access  to 
special  education,  health,  and  ancillary  services  through 
a  school-initiated,  single  intake  evaluation  and  case 
management  system.  In  addition,  the  project  designed 
and  implemented  a  records  management  system  and  a 
comprehensive  training  program  for  parents,  school 
principals,  physicians,  entitlement  specialists,  and 
others. 
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MEC  contracted  with  Boston  Children's  Hospital  for 
the  services  of  a  pediatric  fellow  and  a  pediatric  nurse 
practitioner  and  established  working  relationships  with 
several  local  providers.  MEC  was  granted  provider 
status  by  the  State  Department  of  Public  Welfare  to  bill 
the  State  for  screening  services  provided  to  Medicaid- 
eligible  children. 


4.  The  Social  Skills  Development  Program 
Demonstration  Project 

This  project  (1977-1981)  was  sponsored  by  the  Cincin- 
nati Department  of  Health  under  contract  with  the  Ohio 
Department  of  Public  Welfare.  It  evaluated  the 
advantage  of  combining  a  social  skills  development 
program  (a  preventive  mental  health  and  early  detection 
program)  with  EPSDT  to  create  a  school-based  early 
identification  and  treatment  program  for  children  with 
developmental  lag.  The  project  also  tested  the  use  of 
public  schools  as  screening  sites  to  increase  the 
effectiveness  of  screening,  referral,  diagnostic,  and 
treatment  services. 

The  target  population  comprised  primary  grade  child- 
ren experiencing  behavioral,  learning,  emotional,  and 
medical  problems  in  three  inner-city  schools. 
Screenings  and  teacher/parent  input  identified  children 
in  need  of  services  and  the  project  referred  the  children. 


5.  Contra  Costa  County— Reaching  the  Adoles- 
cent Teenager 

This  project  is  being  conducted  under  a  grant  with 
the  California  Department  of  Health  Services,  its  long- 
range  goal  is  to  provide  teenagers  with  health 
experiences  that  can  be  integrated  into  their  lifestyles 
and  carried  into  their  roles  as  parents.  Specific 
objectives  are  to  demonstrate  innovative  techniques  for 
breaking  through  teen  communication  barriers  and  to 
develop  a  one-step,  cost-effective  model  for 
comprehensive  health  care  of  teenagers,  including 
physical,  social,  and  emotional  health.  This  model 
includes  linkages  with  other  health  care  and  social 
services  in  the  community  and  employs  the  school 
system  in  its  outreach  program.  In  April  1979,  the 
program  was  extended  to  one  junior  high;  two  more 
junior  high  schools  were  added  in  January  1980. 

The  County  Health  Department  has  contracted  with 
the  Health  Services  Research  Institute  (HSRI)  to 
evaluate  the  effectiveness  of  the  program.  Three  types 
of  indicators  for  the  evaluation  have  been  defined: 
project  performance,  the  success  of  specific  innovative 
intervention  techniques,  and  impact  on  the  incidence  of 
teen  health  and  social  problems.  In  addition,  HSRI  will 
measure  program  impact  on  incidence  of  venereal 
disease,  school  absenteeism  and  dropouts,  teenage 
births,  and  teenagers'  attitudes  about  their  ability  to 
control  their  health  and  their  knowledge  about  common 
adolescent  problems. 


6.  Study  of  Process,  Cost,  and  Effectiveness  of 
the  EPSDT  Program  in  Southeastern  Pennsylvania 

This  study  by  the  Philadelphia  Health  Management 
Corporation  created  an  in-depth  profile  of  EPSDT 
patients  and  providers  which  identifies  factors  affecting 
program  performance.  It  yielded  a  longitudinal  analysis 
of  changes  in  patient  status  and  patterns  of  utilization 
and  a  cost  analysis.  The  results  will  help  to  determine 
new  directions  for  prevention-oriented,  child  health  care 
delivery  programs. 

The  study  was  completed  in  1980.  Following  are  some 
of  the  key  findings: 

•  The  group  with  the  highest  penetration  rate  is  new- 
born children:  approximately  29  percent  of  eligible 
newborns  were  screened.  Given  the  early  detection 
and  prevention  emphasis  of  EPSDT,  this  indicates 
the  program  is  reaching  those  children  who 
potentially  can  benefit  the  most. 

•  Most  providers  of  EPSDT  screening  services  are 
low  volume  sites,  which  performed  over  50  percent 
of  all  screens  for  a  typical  month. 

•  Once  providers  become  certified  EPSDT  screening 
sites,  they  tend  to  stay  in  the  program.  More  than  50 
percent  of  all  providers  have  been  in  the  program 
for  over  three  years. 

•  Nearly  70  percent  of  serious  problems  identified  at 
first  screening  are  not  present  at  the  re-screening. 

•  A  sample  of  1,831  children  had  an  overall 
abnormality  rate  that  was  approximately  30  percent 
lower  on  re-screening,  whether  compared  to  itself 
over  time  or  to  a  control  group.  A  similar  decrease 
is  documented  for  incomplete  series  of 
immunizations. 

F.  Health  Education 

Health  education,  health  promotion,  and  prevention 
of  disease  are  issues  receiving  increasing  attention  and 
support.  The  Federal  government  is  recognizing  the 
importance  of  providing  the  consumer  with  the 
information  necessary  to  make  educated  choices  and 
the  value  of  exploring  the  efficacy  of  self-care  education 
and  a  healthier  lifestyle. 

With  this  increasing  emphasis  on  beneficiaries' 
control  in  maintaining  their  health,  preventing  disease, 
and  controlling  health  costs,  HCFA  supports  research 
and  demonstration  projects  to  promote  these 
objectives. 

1.  Child  Health  Information  and  Referral  Project 
(CHIRP) 

This  three-year  demonstration,  which  began  in  1979, 
operates  a  multi-lingual  telephone  referral  service  for 
child  health  resources  in  the  San  Francisco  Bay  area. 
Beneficiaries  include  Medicaid's  Child  Health  Disability 
Prevention  (CHDP)  Program  recipients. 

Children's  Rights  Group,  a  non-profit,  child  advocacy 
organization,  created  CHIRP  and  was  the  recipient  of 
the  grant.  United  Way  merged  with  CHIRP  for  the 
duration  of  the  demonstration  to  cover  a  broader 
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geographic  area  and  increase  the  number  of  telephone 
calls.  CHIRP'S  primary  goal  is  to  offer  comprehensive, 
accurate,  and  updated  information  to  San  Francisco 
children  and  families  in  locating  appropriate  child 
health  care  services. 

Major  objectives  of  the  project  are  to  increase  the 
enrollment  in  CHOP  (California's  EPSDT  program)  and 
to  develop  data  on  barriers  to  health  care  other  than 
lack  of  information.  To  measure  progress,  CHIRP 
intends  to  compare  helpline  user  rate  of  enrollment  in 
CHOP  with  similar  county  non-helpline  enrollment 
rates.  Also,  telephone  workers  perform  a  three-day 
follow-up  to  assess  compliance.  The  project  has 
compiled  a  cross-referenced  health  directory  of  over 
1,000  resources  in  the  San  Francisco  Bay  area  which  it 
updates  every  six  months. 


2.  The  Cooperative  Health  Education  Project 
(CHEP) 

This  comprehensive  consumer  health  education 
project  involves  approximately  2,000  Medicare  and 
Medicaid  beneficiaries  in  two  HMOs:  Prime  Health  in 
Kansas  City  and  Rhode  Island  Group  Health 
Association.  The  three-year  demonstration  was 
implemented  by  the  Center  for  Consumer  Health 
Education  in  Vienna,  Virginia. 

The  goal  of  CHEP  is  to  develop  and  demonstrate  a 
consumer  health  education  program  as  a  cost-effective 
health  service.  Specifically,  CHEP  tests  the  hypothesis 
that  a  health  education  program  within  an  HMO  will 
improve  health  and  reduce  health  care  costs.  Related 
objectives  include  effecting  beneficial  changes  in  risk- 
related  behavior  and  increasing  appropriate  use  of 
health  care  services. 

Educational  materials  include  a  newsletter  on  self- 
care  and  preventive  health,  a  health  evaluation  and 
planning  encounter  by  a  physician  extender,  and  books 
on  self-care,  risk  appraisal,  and  lifestyle  change. 

The  project  seeks  to  improve  individual  decision- 
making about  personal  health  and  responsibility  for 
self-care.  The  effects  of  this  program  on  health  status  of 
individuals  and  HMO  operations,  especially  utilization, 
will  be  evaluated. 

The  final  report  will  be  available  in  January  1983. 


3.  Healthwise,  Inc. 

Healthwise,  Inc.  received  a  two-year  grant  in  June 
1979  to  determine  if  health  self-care  workshops  can 
reduce  the  medical  costs  of  a  Medicaid  AFDC 
population.  Healthwise  is  a  non-profit,  health  education 
organization  in  Boise,  Idaho.  After  one  year  of  funding, 
it  had  completed  eight  workshops  and  trained  32  AFDC 
caseworkers. 

Healthwise  encountered  problems  which  included  a 
low  penetration  rate  (18  percent)  of  eligible  Medicaid 
families  and  a  high  turnover  in  AFDC  caseworkers.  Both 
problems  were  believed  to  stem  from  working  with 
Medicaid  families  who  exhibit  greater  instability  in  their 
lives,  resulting  in  demoralizing  working  conditions  for 
AFDC  caseworkers.  To  alleviate  these  problems,  Health- 
wise  instituted  a  "buddy  system"  for  workshop 
participants  and  used  volunteer  AFDC  caseworkers 
instead  of  randomly  selected  ones  in  the  research 
project. 

Preliminary  results  indicated  that  94  percent  of  the 
AFDC  participants  felt  the  basic  health  education  text  to 
be  of  "great  value,"  and  71  percent  reported  saving 
money  on  health  care  costs. 

4.  Consumer  Understanding  of  the  Medical  Care 
Delivery  System 

HCFA  initiated  the  Informed  Consumer  project  under 
its  grant  to  Northwestern  University's  Center  for  Health 
Services  and  Policy  Research.  During  this  project's  first 
year,  the  Center  reviewed  existing  theoretical  and  em- 
pirical frameworks  relating  to  beneficiaries'  awareness, 
understanding,  and  use  of  health  services.  Building 
upon  this  foundation,  the  Center  will  continue  the 
Informed  Consumer  project,  emphasizing  ways  to 
enhance  beneficiaries'  understanding  of  Medicare  and 
Medicaid  and  related  information.  Present  plans  call  for 
the  Center  to  develop  a  methodology  to  assess  and  to 
make  recommendations  for  improving  the  effectiveness 
(language,  tone,  etc.)  of  written  information  for 
beneficiaries.  It  will  also  conduct  a  market  analysis  of 
the  beneficiary  population,  specifying  market  segments, 
behavioral  implications  of  these  segments,  and  media 
for  effectively  communicating  various  types  of 
messages  to  the  beneficiary  audience. 


CHAPTER  V 
Integrated  Data  Systems 


A.  Introduction 

Today's  system  of  health  care  information  is  ill- 
equipped  to  handle  the  increasing  demands  for  informa- 
tion by  providers,  patients,  payers,  planners,  and  policy- 
makers. The  "system"  does  not  provide  timely, 
comprehensive,  or  comparable  data,  HCFA,  in 
cooperation  with  the  health  care  industry,  has  made  a 
sizeable  commitment  to  improving  this  system,  by 
developing  and  implementing  improved  networks  for 
collecting,  managing,  and  sharing  health  care  data. 

Efforts  to  develop  a  more  efficient  and  cost-effective 
health  care  information  system  have  focused  on  two 
areas  of  improvement: 

•  Uniform  Reporting— developing  and  implementing 
standards  of  reporting  so  that  definitions,  coding, 
and  data  items  collected  are  comparable 
throughout  the  country 

•  Integrated  Data  Systems— developing  and 
implementing  a  merger  of  the  two  principal  and 
vital  data  systems  now  operating  independently  of 
each  other— financial  data  and  medical  record 
data— as  well  as  considering  other  systems  for 
collecting  and  managing  health  care  information. 

B.  Uniform  Cost  Reporting 
1.  The  Annual  Hospital  Report 

Section  19  of  P.L.  95-142,  the  Medicare/Medicaid 
Fraud  and  Abuse  Amendments,  directs  the  Secretary  of 
Health  and  Human  Services  to  establish  a  system  for 
reporting  uniform  data,  including  cost  of  operations  and 
billing  discharge  data,  as  well  as  volume  of  services, 
rates,  and  capital  assets  for  each  of  the  different  types 
of  health  services  providers. 

For  the  past  several  years,  HCFA  has  worked  closely 
with  industry  representatives.  Congress,  and  other  gov- 
ernment agencies  to  develop  a  hospital  cost  reporting 
system  that  will  meet  the  needs  of  diverse  users.  These 
users  include  Medicare,  Medicaid,  other  third-party 
payers,  State  rate-setting  agencies,  health  planners,  and 
hospitals  themselves. 

A  uniform  reporting  system  for  hospitals,  the  Annual 
Hospital  Report  (AHR),  was  published  as  an  NPRM  in 
the  Federal  Register  in  March  1980.  As  proposed,  the 
AHR  is  a  reporting  system  that: 

•  produces  data  on  the  basis  of  "functional" 
reporting.  Hospitals  would  report  their  revenue  and 
expenses  according  to  uniformly  defined  activities 
which  generated  the  revenue  or  incurred  the 
expense,  rather  than  organizational  units  unique  to 
a  particular  hospital. 

•  uses  a  standard  definition  for  the  types  of  costs  that 
can  be  included  in  a  particular  cost  center. 

•  uses  a  standard  unit  of  measure  for  revenue 
producing  cost  centers. 

•  allows  costs  to  be  reported  and  reimbursed 


uniformly  and  permits  comparisons  of  the  cost  and 
charge  per  unit  of  service  to  be  made  across 
hospitals. 
The  Annual  Hospital  Report  is  currently  being  reviewed 
under  the  President's  regulation  reform  program. 

Related  projects  include  a  grant  to  Morris,  Davis  and 
Company  to  design: 

•  the  Hospital  Cost  Report  Information  System,  a 
project  to  automate  the  flow  of  the  current 
Medicare  Cost  Report  (HCFA  2552)  information 
from  the  fiscal  intermediaries  to  HCFA 

•  a  Blue  Cross  Association  grant  to  design  a  flexible 
system  to  analyze  cost  report  information  for  any 
current  or  future  report  HCFA  might  adopt 

•  a  grant  to  the  California  Health  Facilities 
Commission  to  develop  and  investigate  alternative 
approaches  through  which  a  uniform  reporting 
system  can  reduce  inappropriate  reimbursement. 


2.  Uniform  System  for  Home  Health  Agency 
Reporting 

The  draft  Uniform  System  for  Home  Health  Agency 
Reporting  (USHHAR)  was  developed  in  response  to 
Section  19  of  P.L.  95-142  requiring  the  Department  of 
Health  and  Human  Services  to  establish  uniform 
methods  of  reporting  costs  and  statistics  of  home  health 
care  providers  participating  in  the  Medicare  and 
Medicaid  programs.  HCFA  initiated  system 
development  in  October  1978  and  has  worked  with  the 
home  health  industry  to  refine  the  methodology. 

USHHAR  is  designed  to  capture  data  on  a  functional 
cost  center  basis.  To  minimize  burden  on  providers,  it 
combines  uniform  reporting  and  the  Medicare  Cost 
Report. 

In  June  1979,  HCFA  contracted  with  Morris,  Davis 
and  Company,  Certified  Public  Accountants,  Oakland, 
California,  to  study  the  cost  of  implementing  and 
maintaining  the  USHHAR.  The  study,  completed  in 
January  1981,  analyzed  the  potential  financial  impact  of 
this  uniform  reporting  system  on  home  health  providers 
on  a  nationwide  basis.  The  results  of  this  cost  study  will 
provide  information  needed  to  revise  the  draft  USHHAR 
and  the  data  necessary  for  calculating  the  reporting 
burden  when  the  system  is  ultimately  revised. 


C.  Uniform  Billing  and  Discharge  Data 

1.  Uniform  Billing 

The  American  Hospital  Association,  HCFA,  third- 
party  payers,  and  other  proponents  of  the  uniform  bill 
anticipate  that  a  single,  common  bill  can  satisfy  the 
needs  of  all  payers.  It  was  hypothesized  that  a  uniform 
bill  would  reduce  billing  costs,  minimize  training. 
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improve  hospital  cash  flow,  and  increase  the 
comparability  and  utility  of  billing  data  in  financial 
management  and  monitoring. 

Since  1975,  the  National  Uniform  Billing  Committee 
has  been  working  with  industry  and  government 
representatives  to  develop  one  uniform  bill  that  could 
replace  the  myriad  of  hospital  billing  forms  currently 
used  by  third-party  payers.  A  test  of  the  resulting  billing 
form,  UB-16-78,  was  conducted  under  the  auspices  of 
the  American  Hospital  Association  Uniform  Billing 
Committee  in  five  States— Arizona,  Connecticut,  Ohio, 
Florida,  and  Nevada.  In  New  York  State,  a  separate 
uniform  bill,  UBF-1,  was  developed  for  reporting 
inpatient  billing  data. 

In  July  197S,  HCFA  contracted  for  an  evaluation  of 
uniform  billing.  The  objectives  of  the  study  were: 

•  to  learn  what  hospitals  and  third-party  payers 
perceive  to  be  the  advantages  and  disadvantages  of 
uniform  billing  and,  in  particular,  to  learn  whether 
uniform  billing  is  believed  to  be  cost-effective 

•  to  recommend  what  the  uniform  bill  data  set  should 
include 

•  to  learn  whether  HCFA  should  support  uniform 
billing  by  accepting  the  use  of  one  or  several 
uniform  bills  for  Medicare  and  Medicaid  billing 

•  if  such  HCFA  support  is  warranted,  to  learn  how 
and  when  this  support  should  be  given  and  what 
implementation  tactics  and  time  frames  are  most 
appropriate. 

On  completion  of  the  evaluation  in  December  1980, 
the  contractor  recommended  that  HCFA  mandate  a 
uniform  bill  for  both  Medicare  and  Medicaid.  Currently 
HCFA  is  working  with  the  AHA  National  Uniform  Bill 
Committee  to  develop  a  final  data  set,  form,  and  cor- 
responding instructions  and  coding  systems. 

2.  Uniform  Hospital  Discharge  Data  Set 

in  1973,  the  Secretary  of  HEW  mandated  collection  of 
the  Uniform  Hospital  Discharge  Data  Set  (UHDDS)  by 
all  new  HEW-funded  programs  related  to  hospital  care. 
The  Office  of  Research  and  Demonstrations  (ORD)  is 
awaiting  the  results  of  current  demonstrations  to  test 
the  linkage  of  billing  and  discharge  data  before 
implementing  this  project. 

During  fiscal  year  1980,  HCFA  contracted  with  Hodge- 
son  Associates,  Inc.  to  perform  a  cost  study  of  UHDDS 
abstracting.  The  purpose  of  this  contract  was  to  learn 
more  about  abstracting  and  reporting  UHDDS 
throughout  the  United  States  by: 

•  identifying  hospitals  subscribing  to  a  discharge 
abstract  system 

•  identifying  States  having  a  Medicaid  Management 
Information  System  (MMIS) 

•  identifying  States  with  a  hospital  cost  commission 
or  the  equivalent 

•  determining  the  extent  to  which  hospitals  are 
required  to  complete  multiple  abstracts 

•  establishing  cost  estimates  of  such  duplicative  efforts. 
The  methodology  of  this  study  included  surveying 

discharge  abstracting  systems,  listing  all  hospitals  and 
their  discharges  for  the  entire  United  States,  estimating 
Medicare  and  Medicaid  discharges  by  PSRO  area,  and 


contacting  individual  PSROs.  Although  the  results  of 
this  study  are  considered  indicative  rather  than 
conclusive,  the  contract  has  provided  a  baseline  of 
information  against  which  prospective  changes  in 
policy  can  be  studied. 


D.  Integrated  Data  Demonstrations 

The  hospital  integrated  data  systems  are 
demonstrating  alternative  approaches  to  collecting, 
processing,  and  distributing  hospital  billing  and 
discharge  information.  HCFA  has  awarded  grants  to 
nine  States  (Iowa,  Maine,  Maryland,  Massachusetts, 
Minnesota,  Missouri,  New  York,  South  Carolina,  and 
Vermont)  for  developing  and  demonstrating  state-wide 
hospital  billing  and  discharge  integrated  data  systems. 
The  various  States  are  investigating  several  alternative 
models  of  such  systems.  Most  of  these  grants  are  in  the 
early  stages  of  system  development,  and  only  a  few 
have  begun  to  collect  information. 

Under  the  integrated  data  system  concept,  patient 
billing  and  discharge  data  are  merged  into  a  common 
data  base.  The  objectives  of  these  systems  are  to: 

•  improve  the  quality  and  availability  of  billing,  dis- 
charge, and  other  hospital  data  used  in  reimburse- 
ment, rate-setting,  and  program  analysis 

•  reduce  the  reporting  and  paperwork  burden  on 
hospitals  by  implementing  uniform  data  sets  on  a 
state-wide  basis 

•  incorporate  advances  in  information  processing 
technology  to  eliminate  redundant  entry  and 
reporting  of  billing  and  discharge  data 

•  foster  concensus  among  providers,  payers,  and 
other  hospital  data  users  about  information 
requirements,  definitions,  and  formats 

•  reduce  the  cost  to  providers— and  thereby  to  HCFA 
programs  and  beneficiaries — of  recording,  process- 
ing, and  transmitting  billing  and  discharge  data 

•  implement  P.L.  95-142  which  requires  the  Secretary 
of  DHHS  to  establish  uniform  billing  and  discharge 
data  sets. 

Progress  of  the  nine  grants  is  summarized  below.  A 
related  HCFA  grant  to  the  Lutheran  Hospital  Society  of 
Southern  California  will  also  be  discussed. 

1.  Iowa:  Iowa  Hospital  Association 

The  Iowa  Hospital  Association  received  a  grant  in 
1980  to  establish  a  state-wide  system  which  reports 
billing  and  discharge  data  from  the  hospitals  separately 
and  then  links  them  at  the  clearinghouse.  In  addition, 
the  grantee  will  conduct  a  series  of  projects  to: 

•  demonstrate  a  computerized  data  system  in  three 
hospitals  linking  data  in  the  hospital 

•  demonstrate  techniques  to  improve  information 
flow  in  five  non-computer  hospitals 

•  assess  the  utility  of  the  CPT-4  coding  system  and 
the  cost  of  conversion  to  CPT-4  in  five  hospitals 

•  study  the  feasibility  of  expanding  the  integrated 
data  system  to  outpatient,  emergency,  and  long- 
term  care  patient  data. 

Each  integrated  data  management  system{IDMS)  in 
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the  Iowa  demonstration  is  working  closely  with  all 
significant  users  of  health  care  information  (including 
hospitals,  third-party  payers,  regulatory  agencies,  and 
research  instructions)  to  define  and  agree  upon 
common  definitions  and  data  sets  and  to  process 
strategies.  The  project,  funded  for  three  years,  is 
expected  to  fiave  a  "paperless"  billing  system  in  place 
within  18  months  of  its  effective  date  and  will  send 
merged  discharge  and  billing  tapes  to  individual  third- 
party  payers. 

2.  Maine:  Health  Information  Center  (MHIC) 

In  Maine,  MHIC  was  awarded  a  five-year  grant  in  1979 
to  demonstrate  the  effectiveness  of  a  single  transaction 
for  bill  and  discharge  information,  based  on  uniform 
definitions,  from  the  hospital  directly  to  MHIC.  MHIC  is 
to  transmit  the  necessary  data  in  required  format  to  the 
Medicaid  State  agency.  Medicare  fiscal  intermediary. 
Blue  Cross  plan,  commercial  insurers,  PSRO,  abstract 
services,  and  other  authorized  organizations. 

To  accomplish  this,  MHIC  will  adapt  hospital 
computer  systems  for  tape-to-tape  transfer  of  hospital 
bill  and  discharge  information  to  the  Maine  system  in 
six  test  hospitals.  One  output  of  this  grant  will  be 
quarterly  data  tapes  linking  billing  and  discharge 
information  for  Medicare  and  Medicaid  patients. 


3.  Maryland:  Maryland  Health  Services  Cost 
Review  Commission 

This  project  examines  ways  to  merge  billing  and  dis- 
charge data  for  a  sample  of  Maryland  hospitals.  Of 
particular  interest  in  this  project  is  an  attempt  to  cut 
down  the  error  rate,  particularly  on  diagnostic  data,  and 
to  improve  the  turnaround  time  on  corrections.  Various 
modes  of  merging  the  data  will  be  explored,  with  the 
ultimate  aim  of  having  the  Maryland  Health  Services 
Cost  Review  Commission  function  as  a  service  bureau 
for  State  and  local  agencies  as  well  as  other  data  users. 

This  project  began  in  the  summer  of  1981,  and  results 
are  not  yet  available. 

4.  Massachusetts:  Massachusetts  Blue  Shield 

This  contract  has  two  integrated  subcontracts— to  the 
Massachusetts  Rate  Setting  Commission  and  to  the 
Massachusetts  Health  Data  Consortium— and  is 
designed  to  merge  billing  and  discharge  data  for  all  110 
acute  care  hospitals  in  the  State  over  a  three-year 
period.  Blue  Cross  will  provide  the  computer  facilities, 
and  the  Health  Data  Consortium  will  supply  the  data 
and  become  a  data  broker  for  studies  required  by 
HCFA,  third-party  payers,  State  agencies,  PSROs,  and 
other  users. 

A  unique  feature  of  this  contract  is  that  the  Rate 
Setting  Commission  will  supply  uniform  cost  data  on  a 
hospital-by-hospital  basis  so  that  reports  relating  billing 
and  charge  data  to  cost  data  can  be  run  on  a  hospital- 
specific  basis.  This  project  began  in  the  spring  of  1981, 
and  no  data  are  available  yet. 


5.  Minnesota:  Minnesota  Hospital  Association 

Under  this  grant,  the  Minnesota  Hospital 
Association's  primary  objective  is  to  design,  develop, 
and  implement  an  integrated  data  base  throughout  the 
State.  It  will  contain  information  from  patient  billings, 
related  discharge  abstracts,  and  provider  costs. 
Secondary  objectives  include  developing  a  simulation 
model  to  provide  information  for  other  sites  and 
examining  the  feasibility  of  establishing  a  per-diagnosis 
method  of  reimbursement.  The  system  is  expected  to 
yield  quarterly  data  tapes  containing  linked  billing  and 
discharge  information. 

6.  Missouri:  Health  Data  Corporation  (MHDC) 

A  HCFA  grant  was  awarded  in  1979  to  the  Missouri 
Health  Data  Corporation  to  test  three  methods  of 
linking  billing  and  discharge  data  in  the  State: 

•  merging  data  within  the  hospital  and  then 
transmitting  it  on  one  tape  to  MHDC,  the  collector 
or  clearinghouse  in  this  demonstration 

•  sending  two  tapes  and  merging  the  data  once  it 
reaches  MHDC 

•  collecting  and  linking  the  data  with  on-line 
terminals  in  the  hospital  and  transmitting  to  the 
MHDC  computer  in  this  automatic  link-up  process 

This  project  will  yield  quarterly  tapes  of  linked  billing 
and  discharge  data. 

7.  New  York:  State  Department  of  Social  Services 

New  York's  State  Department  of  Social  Services  was 
awarded  a  grant  to  establish  the  Statewide  Planning  and 
Research  Cooperative  System  (SPARCS).  SPARCS 
acted  as  a  clearinghouse,  receiving  billing  and 
discharge  data  from  all  short-term,  acute  hospitals  in 
the  State  on  a  monthly  basis.  This  demonstration 
encompassed  three  processing  situations  for  discharge 
data: 

•  Hospitals  using  abstracting  services  continued  to 
do  so,  with  the  service  modified  for  SPARCS. 

•  Hospitals  with  in-house  capability  submitted  tapes 
directly  to  SPARCS. 

•  All  other  hospitals  used  an  abstracting  service  that 
contracted  with  SPARCS  to  provide  billing  and  dis- 
charge data  via  tape. 

Billing  data  flowed  from  the  providers  to  individual 
third-party  payers;  after  payment  was  completed,  the 
third-party  payers  sent  a  copy  of  the  bill  to  SPARCS, 
which  in  turn  produced  quarterly  tapes  linking  cost, 
billing,  and  utilization  data  for  all  discharges.  SPARCS 
thus  served  as  a  unified,  comprehensive,  health  care 
information  network  supporting  and  linking  the 
functions  of  health  planning,  financing,  and  surveying 
of  hospital  services  in  New  York  State. 
This  grant  began  in  1977  and  ended  in  October  1981. 

8.  South  Carolina:  Division  of  Research  and 
Statistical  Services 

In  South  Carolina,  the  State  Office  of  Cooperative 
Health  Statistics'  Division  of  Research  and  Statistical 
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Services  (DRSS)  serves  as  principal  staff  to  a  state-wide 
task  force  to  develop  and  test  a  uniform  automated 
billing/medical  record  for  all  Medicare,  Medicaid,  and 
Title  V  patients  under  a  HCFA  grant.  The  automated 
record  will  ultimately  be  used  by  all  hospitals  in  the 
State.  The  demonstration  system  will  include: 

•  the  simultaneous  transmission  of  patient  abstract 
and  billing  data  to  a  central  processor  for 
distribution  to  data  users 

•  four  models  for  computerized,  automated  billing 

•  a  quality  control  editing  system  to  ensure  the 
accuracy  and  completeness  of  the  data. 

An  additional  development  in  South  Carolina  has 
been  the  establishment  of  a  committee  to  work  out  the 
details  of  tape-to-tape  data  exchange  between  hospitals 
and  payers.  In  1980,  the  grantee  generated  data  tapes 
from  1978  and  1979  that  contained  linked  billing  and 
discharge  information.  The  grant  is  scheduled  to  end  in 
September  1983. 

9.  Vermont:  The  Cooperative  Health  Information 
Center  for  Vermont 

The  Cooperative  Health  Information  Center  for 
Vermont  (CHICV)  was  awarded  a  grant  to  test  various 
automated  systems  to  integrate  billing  and  discharge 
data  in  four  hsopitals.  By  the  end  of  the  third  year,  the 
proposed  system  will  be  implemented  in  the  remaining 
hospitals  in  Vermont.  Emphasis  is  on  producing  user- 
oriented  reports.  This  grant  effort  is  also  expected  to 
result  in  quarterly  data  tapes  linking  billing  and 
discharge  information  for  Medicare  and  Medicaid 
patients.  The  three-year  grant  will  continue  until 
September  1983. 

10.  Evaluation  of  Integrated  Data  Demonstrations 

A  contract  to  evaluate  the  feasibility,  utility,  net  cost, 
and  data  protection  features  of  the  demonstrations  de- 
scribed above  was  awarded  in  June  1980.  Specifically, 
the  evaluation  will  assess: 

•  the  political  and  structural  conditions  necessary 
and  sufficient  to  establish  a  self-sustaining 
integrated  data  demonstration  (IDD)  system  on  a 
state-wide  basis 

•  the  commonality  of  data  elements  in  the  data  bases 
established  by  the  IDDs  and  the  extent  to  which 
differences  preclude  eventual  establishment  of  re- 
gional and  national  data  bases 

•  the  extent  to  which  the  data  systems  meet 
applicable  confidentiality  standards  of  the  Federal 
and  State  governments,  third-party  payers. 
Professional  Standards  Review  Organizations, 
health  care  providers,  and  other  pertinent 
organizations 

•  the  impact  of  the  IDDs'  data  accuracy  and  complete- 
ness and  the  value  of  these  improvements  to 
various  types  of  data  users 

•  the  impact  of  the  demonstration  systems,  including 
their  data  protection  mechanisms,  on  the  utility  of 
available  hospital  data  bases  and  the  value  of  these 
improvements  to  various  types  of  users 

•  the  impact  of  the  systems,  including  their  data  pro- 


tection mechanisms,  on  the  net  total  system  cost  of 
generating,  processing,  and  storing  hospital  billing, 
discharge,  and  cost  data. 
The  evaluation  will  end  late  in  1983. 

11.  Lutheran  Hospital  Society  of  Southern 
California 

While  the  previously  discussed  contracts  are 
demonstrations  for  merging  hospital  billing  and 
discharge  data  at  the  State  level,  sometimes  in 
conjunction  with  other,  more  global  data,  this  project 
examines  the  ramifications  within  the  hospital  of  using 
various  types  of  automated  hospital  information 
systems  which  will  be  required  if  the  integrated  data 
base  concept  becomes  a  requirement. 

Using  industrial  engineering  techniques,  the  Lutheran 
Hospital  Society  expects  to  develop  a  methodology  for 
establishing  a  cost-benefit  analysis  for  the  type  of 
system  to  be  installed  in  various  hospital  settings.  The 
expected  product  of  this  contract  is  a  manual  to  enable 
hospitals  to  make  their  own  informed  judgments  when 
installing  an  automated  hospital  information  system. 


E.  Other  Data  Systems 

1.  American  Health  Planning  Association  (AHPA) 

As  the  trade  association  for  all  State  health  planning 
and  development  agencies  (SHPDAs)  and  health 
systems  agencies  (HSAs),  AHPA  received  funding  from 
HCFA  in  September  1980  to  relate  information  collected 
by  HCFA  to  the  health  planning  community. 

By  publicizing  HCFA  data  initiatives  in  AHPA  news- 
letters, surveying  individual  health  planners,  making  pre- 
sentations, and  holding  discussions  at  health  planning 
association  meetings,  AHPA  expects  to  realize  two 
goals: 

•  to  determine  information  needs  of  SHPDAs  and 
HSAs  and  relay  them  to  HCFA 

•  to  determine  ways  in  which  SHPDAs  and  HSAs 
could  use  information  already  collected  by  HCFA 
and  to  instruct  health  planners  in  its  use. 

In  accomplishing  these  goals,  AHPA  will  publish  two 
monographs,  one  on  the  Medicare  Statistical  Files  and 
the  second  on  an  as  yet  undecided  topic,  give 
presentations  at  its  annual  meetings,  hold  training 
seminars  for  health  planners  in  four  locations  across  the 
United  States,  and  publish  Dataline.  a  quarterly 
newsletter  which  will  focus  on  information  developed  by 
HCFA  specifically  for  health  planners. 

2.  Dartmouth  College 

HCFA  awarded  a  grant  to  the  Department  of 
Community  Medicine  at  Dartmouth  College  to  create  a 
system  that  will  1)  collect  accurate  charge  and  biJIing 
information  for  patient  visits  in  an  ambulatory  care 
setting,  2)  increase  management  efficiency  within 
physician  practices,  and  3)  increase  the  clinical  cost 
consciousness  of  physicians. 

The  study  population  comprises  24  primary  care  prac- 
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tices  encompassing  70  physicians  in  New  Hampshire, 
Maine,  and  Vermont.  The  practices  will  complete  a  com- 
bination patient  encounter  and  billing  form  for  all  ambu- 
latory visits  and  receive  feedback  reports. 

The  demonstration  will  yield  practice  profiles,  educa- 
tional programs,  and  journal  articles.  The  grant  runs 
until  September  1983. 

3.  State  Cooperative  Health  Statistical  Systems 
Contracts 

HCFA  has  been  working  with  the  National  Center  for 
Health  Statistics  (NCHS)  to  identify  HCFA's  role  in 
funding  State  statistical  activities,  including  the 
modification  of  NCHS'  demonstration  contracts  and 
existing  Cooperative  Health  Statistical  Systems 
contracts.  Any  tasks  performed  under  these  contracts 
will  be  in  direct  support  of  HCFA's  mission  and  goals. 

This  project  should  improve  the  liaison  between 
NCHS  and  HCFA  so  that  NCHS-sponsored  data  will  be 
used  for  mutual  benefit.  One  project,  Search  in  Rhode 
Island,  has  already  received  HCFA  money. 
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CHAPTER  VI 
Program  Evaluation 


A.  Introduction 


The  Office  of  Research  and  Demonstrations  (ORD)  is 
responsible  for  evaluating  the  performance  and  the 
impact  of  HCFA  programs.  The  purpose  of  program 
evaluation  is  to  provide  policymakers  with  timely,  valid, 
and  relevant  information  on  the  effectiveness  of  various 
aspects  of  Mer'icare  and  Medicaid.  In  this  context, 
program  evaluation  is  distinguished  from  the  evaluation 
of  demonstration  projects. 

ORD's  most  comprehensive  evaluation  of  an 
operating  program  has  been  its  ongoing  assessment  of 
the  Professional  Standards  Review/  Organization 
(PSRO)  and  its  impact  on  the  quality  and  cost  of  health 
care  services  to  Federal  beneficiaries.  The  assessment 
of  the  Maximum  Allowable  Cost  Program  for  Drugs  is 
near  completion,  with  preliminary  results  indicating  that 
the  program  has  a  positive  impact  on  total  outpatient 
reimbursed  prescriptions.  Two  additional 
comprehensive  program  evaluations  are  now  in  the 
planning  stage.  The  development  of  a  plan  for  end- 
stage  renal  disease  (ESRD)  is  approaching  completion, 
while  an  evaluation  of  the  Medicaid  program  is  in  the 
design  stage. 

A  related  area  of  activity  for  ORD  is  the  development 
of  studies  to  measure  the  impact  of  Medicare  and 
Medicaid  programs.  Activities  in  this  area  are  far 
ranging  and  include  examination  of  such  issues  as 
distribution  of  benefits,  financing,  and  supplemental 
insurance  for  the  programs;  analysis  of  trends  in  State 
administration  of  Medicaid;  determination  of  how 
Medicaid  cost  containment  policies  affect  local 
government  health  care  spending  for  the  poor;  and 
analysis  of  the  effect  that  co-payment  has  on 
precription  drugs  under  one  State's  Medicaid  program. 

Given  that  the  Medicaid  and  Medicare  programs 
establish  a  national  health  care  policy  framework  which 
States  must  implement,  intergovernmental  health  policy 
studies  are  another  important  area  of  activity  for  HCFA. 
Two  specific  efforts  in  which  ORD  is  participating  are  a 
study  of  State  health  policies  and  innovative  State 
health  programs  and  the  potential  role  of  governors  in 
developing  cost-containment  strategies. 

A  final  major  endeavor  for  ORD  has  been  its  role  in 
developing  and  guiding  the  research  and  analytical 
work  of  two  national  health  policy  research  centers. 
Both  of  these  centers  with  their  university  bases  carry 
out  several  policy,  research,  and  evaluation  projects 
which  contribute  to  ORD's  mission  of  developing  and 
disseminating  policy-relevant  information. 

B.  Impact  of  Operating  Programs 

1.  PSRO  Evaluation 

The  1972  amendments  to  the  Social  Security  Act, 
Public  Law  92-603,  established  the  Professional 


Standards  Review  Organization  (PSRO)  program  under 
a  dual  mandate:  to  minimize  the  costs  of  providing  care 
to  Federal  beneficiaries  under  the  Medicare,  Medicaid, 
and  Maternal  and  Child  Health  programs  and  to  ensure 
that  professional  standards  of  medical  care  are 
observed  in  providing  care.  The  PSRO  program  was 
designed  to  ensure  that  federal  and  State  monies  for 
these  programs  are  spent  on  medically  necessary  care 
that  is  consistent  with  professional  standards  and 
provided  in  the  least  costly  setting  possible.  At  this  time, 
the  program  stresses  hospital  utilization  control  as  a 
means  of  containing  health  expenditures. 

Most  PSROs  adopted  HHS'  model  acute  care  hospital 
review  plan.  This  model  plan  consists  of  three  review 
components.  Under  the  first  component,  concurrent 
review,  admissions  are  reviewed  against  physician-es- 
tablished criteria  of  medical  necessity.  Certified 
admissions  are  assigned  an  initial  number  of  days 
according  to  local  diagnosis-specific  norms  of  care. 
Periods  of  hospitalization  extending  beyond  the  initial 
certified  number  of  days  are  reviewed  to  determine 
whether  continued  hospitalization  is  warranted. 

The  second  component  of  PSRO  review  is  medical 
care  evaluation  (MCE).  MCEs  consist  of  in-depth, 
retrospective  reviews  to  determine  whether  certain 
criteria  that  ensure  professionally  accepted  standards  of 
care  were  met.  The  third  review  component,  profile 
analysis,  is  a  statistical  analysis  of  aggregate  patient 
care  data  conducted  after  patient  discharge.  This 
analysis  provides  information  on  patterns  of  utilization 
and  care. 

The  Public  Health  Service's  Health  Services 
Administration  performed  the  first  PSRO  evaluation.^ 
The  evaluation  responsibility  was  transferred  to  HCFA 
after  the  Agency's  creation  in  1977.  The  second  PSRO 
evaluation  was  published  in  January  1979-  and  the  third 
in  January  1980.- 

The  initial  evaluation  was  unable  to  detect  a 
significant  PSRO  effect  on  reducing  Medicare  program 
reimbursements  (by  reducing  days  of  care  per  1 ,000 
Medicare  beneficiaries).  However,  since  the  PSRO 
program  was  in  an  early  stage  of  development,  the 
results  of  this  first  study  were  tentative.  (The  Public 
Health  Service's  report  analyzed  1976  Medicare  data, 
and  at  that  time,  there  were  few  active  PSROs  available 
for  analysis.) 

The  first  HCFA  evaluation  analyzed  1977  data.  This 
evaluation  indicated  that  PSROs  had  reduced  Medicare 
hospital  utilization  to  the  point  where  the  programs 


•  USDHEW,  PHS.  HSA.  OPEL.  PSRO:  An  Initial  Evaluation  of 
the  Professional  Standards  Review  Organization.  Vol.  I: 
Executive  Summary  (February  1978) 

'USDHEW.  Health  Care  Financing  Administration, 
Professional  Standards  Review  Organization  1978  Program 
Evaluation  (January  1979)  HEW  Pub.  No.  HCFA-03000. 

-USDHEW,  Healtli  Care  Financing  Administration, 
Professional  Standards  Review  Organization  1979  Program 
Evaluation.  HCFA  Pub.  No.  03041,  5'80. 
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concurrent  review  activity  paid  for  itself.  Eighty-one  of 
the  98  PSROs  studied  saved  Medicare  days  of  hospital 
care  relative  to  non-PSRO  areas.  Individual  PSRO 
effects  ranged  from  an  estimated  8.75  percent  decline  in 
total  days  of  care  per  1,000  aged  Medicare  beneficiaries 
(from  1974  to  1977)  to  an  estimated  1.95  percent 
increase.  The  average  relative  reduction  in  days  of  care 
was  1 .5  percent.  In  1977,  the  96  PSROs  spent  $45 
million  on  concurrent  review  for  Medicare  patients, 
resulting  in  an  estimated  gross  savings  of  about  $50 
million  by  eliminating  unnecessary  hospital  days. 

The  1979  PSRO  evaluation  compared  the  utilization 
experience  of  108  PSRO  areas  with  that  of  81  non- 
PSRO  areas  from  1974-1978.  The  result  suggested  that 
PSRO  activities  resulted  in  a  1.7  percent  reduction  in 
hospital  days.  A  benefit-cost  analysis  indicated  that 
Medicare  expenditures  were  reduced  $1.30  for  every 
$1.00  spent  in  PSRO  concurrent  review.  Analysis  of 
PSRO  review  costs  indicated  a  slight  increase  in  median 
total  hospital  review  costs  from  1977  to  1979.  It  also 
showed  that  review  costs  were  still  considerably  higher 
than  the  target  figures. 

Summary  of  Findings 

During  1980,  HCFA  conducted  a  variety  of 
longitudinal  analyses  to  determine  if  the  program 
improved  its  performance  relative  to  1979.  Preliminary 
indications  are  that  there  has  been  no  change  in 
performance. 

The  1977  and  1978  evaluations  of  the  PSRO  program 
included  preliminary  studies  of  MCE  implementation. 
They  also  included  estimates  of  the  impact  of  MCE 
audits,  as  measured  by  variation  rates  (discrepancies  in 
reductions  from  the  criteria  of  good  medical  care  from 
initial  audit  to  reaudit). 

HCFA  contracted  with  the  Rockburn  Institute  to 
assess  MCEs  for  the  1979  PSRO  evaluation.  The 
Institute  expanded  assessments  by  examining  changes 
in  variation  rates  for  a  nationally  representative  sample 
of  MCEs,  estimating  costs  and  benefits  of  MCEs, 
conducting  a  validation  study  on  a  sub-sample  of 
MCEs,  and  performing  case  studies  of  MCE  programs  in 
five  PSROs.  MCE  studies  indicated  that  variations  from 
approved  standards  of  care,  especially  in  high  variation 
areas,  decreased  between  audit  and  reaudit  periods.  A 
benefit-cost  analysis  based  on  these  findings,  while 
tentative,  suggested  that  the  benefits  of  MCEs,  in  terms 
of  improved  patient  outcomes,  outweigh  the  costs. 

2.  Rural  Health  Clinic  Services  Act  Evaluation 

The  Rural  Health  Clinic  Services  Act  of  1977  (P.L.  95- 
210)  was  designed  to  improve  health  care  for  the 
estimated  25  million  people  living  in  underserved  rural 
areas,  improve  the  financial  independence  of  rural 
clinics,  and  avoid  an  undue  strain  on  public  funds. 

The  University  of  Washington,  under  a  three-year 
grant  from  HCFA,  is  evaluating  the  impact  of  the  1977 
legislation  in  the  Pacific  Northwest  region.  The  focus  of 
the  evaluation  is  on  the  use  of  rural  clinics  by  Medicaid 
eligibles,  the  cost  impact  of  the  Act's  cost-based 


reimbursement  formula,  and  establishment  of  a  basis 
for  setting  productivity  standards  for  the  clinics.  These 
standards  would  have  to  be  calibrated  so  as  not  to 
impede  the  delivery  of  care. 

A  related  question  is  whether  the  rural  clinic 
legislation  implementation  seeks  conflicting  objectives, 
such  as  enhancing  productivity  and  reducing  costs 
versus  improving  health  care  delivery  in  rural  areas. 

A  preliminary  report  from  the  utilization  study  has 
been  prepared.  The  final  report  will  be  available  in  1983. 

C.  Evaluation  of  Program  and  Financing 
Demonstrations 

1.  Maximum  Allowable  Costs  for  Drugs 

In  1976,  the  Department  implemented  a  cost-contain- 
ment program  for  reimbursement  of  prescription  drugs, 
called  the  Maximum  Allowable  Cost-Estimated 
Acquisition  Cost  (MAC-EAC)  program.  The  program 
was  in  response  to  three  problem  areas:  the  wide 
variance  in  prices  for  drugs,  depending  on  supplies; 
reimbursement  to  pharmacists  by  most  State  Medicaid 
programs  at  levels  above  the  pharmacists'  actual 
acquisition  cost  of  the  drug  products;  and  lack  of  price 
information  available  to  physicians  for  use  in  making 
prescription  decisions. 

The  MAC-EAC  program  contains  four  major 
components:  1)  maximum  allowable  cost 
reimbursement  limits  for  selected  multi-source  or 
generically  available  drugs,  2)  estimated  acquisition 
cost  reimbursement  limits  for  all  drugs,  3)  usual  and 
customary  reimbursement  limits  for  all  drugs,  and  4)  a 
requirement  that  each  State  conduct  professional  fee 

studies. 

ABT  Associates  received  a  contract  to  evaluate  the 
extent  of  the  savings  to  Medicaid  as  a  result  of  this 
project.  Using  Medicaid  data  collected  in  a  sample  of 
five  States  (Arkansas,  Maine,  Massachusetts, 
Minnesote,  and  Tennessee),  the  study  first  developed  a 
profile  of  State  programs  and  an  evaluation 
methodology  and  then  collected  and  analyzed  data. 

Findings  from  the  study  showed  that  the  MAC-related 
savings  were  significant  in  the  five  study  States,  totaling 
over  $900,000  per  year,  or  1  percent  of  the  total 
Medicaid  drug  reimbursement  expense  in  these  States. 
If  the  same  level  of  savings  were  achieved  by  Medicaid 
drug  programs  in  other  States,  it  is  estimated  that 
nationwide  savings  could  reach  $15  million  per  year. 

Analysis  of  the  EAC-related  reimbursement  findings 
showed  that  no  significant  overall  savings  were 
achieved.  This  was  found  both  for  the  study  States  and 
for  the  aggregate  drug  reimbursement  experience  in  all 
States. 

Overall,  the  MAC  portion  of  the  program  has 
significant  cost  savings  potential.  It  is  presumed  that  the 
savings  so  far  identified  represent  only  the  tip  of  the 
iceberg,  since  they  represent  only  the  first  five  MAC 
products;  this  list  has  now  been  expanded  to  20. 

2.  End-Stage  Renal  Disease 

The  End-Stage  Renal  Disease  (ESRD)  Program, 
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authorized  by  the  1972  amendments  to  the  Social 
Security  Act,  provides  Medicare  coverage  for  persons 
with  ESRD  who  require  maintenance  kidney  dialysis  or 
transplantation.  This  is  the  only  program  in  which  the 
Federal  government  finances  care  for  virtually  all 
persons  with  a  catastrophic  disease. 

The  mounting  costs  of  the  program  have  focused  the 
attention  of  the  Congress  and  Department  policymakers 
on  questions  concerning  its  effectiveness  and 
efficiency.  An  evaluation  of  several  program  features 
unique  to  the  organization,  reimbursement,  and  delivery 
of  services  under  the  ESRD  program  will  have  important 
implications  for  the  program's  future.  Moreover,  a 
detailed  analysis  of  experience  under  the  program 
should  provide  information  to  alter  the  government's 
role  in  providing  coverage  for  other  at-risk  or  needy 
groups. 

As  a  first  step  in  preparing  a  formal  evaluation,  ORD 
has  developed  the  major  objectives  of  the  plan.  These 
are  1)  to  provide  an  overview  of  ESRD,  the  delivery 
system  in  which  patients  with  the  disease  are  treated, 
and  the  nature  of  the  financing  program  which 
Congress  enacted;  2)  to  present  a  review  of  the  current 
and  complete  research  and  evaluation  studies  in  the 
ESRD  area;  3)  to  identify  and  examine  the  kinds  of 
evaluation  issues  and  questions  that  are  being  asked  of 
the  program;  4)  to  classify  the  evaluation  issues  into  a 
framework  of  study  areas  and  to  discuss  them  in  terms 
of  possible  evaluation  study  designs,  methodological 
and  data  requirements,  and  policy  relevance  and 
feasibility;  and  5)  to  present  a  prioritized  list  of 
evaluation  study  areas  with  a  proposed  implementation 
strategy  and  schedule  with  budgetary,  organizational, 
and  resource  staffing  needs. 

Several  of  these  preparatory  activities  are  underway. 
ORD,  in  conjunction  with  the  Assistant  Secretary  for 
Planning  and  Evaluation,  has  contracted  with  System 
Sciences,  Inc.,  to  document  the  intended  goals  and 
objectives  of  the  program  and  to  review  program 
results.  The  contractor  also  is  helping  to  identify  and 
develop  evaluation  issues.  ORD  staff  are  converting 
several  identified  issues  for  evaluation  into  a  framework 
of  study  areas.  These  cover  management-oriented, 
program  performance  studies  (operations  monitoring 
and  analysis),  policy-oriented  impact  studies  (cost  and 
benefits  of  different  treatment  modalities,  economics  of 
the  ESRD  industry,  technology  impact,  and 
international  experience),  and  Congressionally- 
mandated  studies  (non-Medicare  eligible  population, 
dialyzer  re-use,  and  dietary  control). 

The  ESRD  Evaluation  Plan  was  completed  in  1981 
and  contracting  efforts  should  be  initiated  in  1982. 


D.  Medicare  and  Medical  Program  and 
Beneficiary  Studies 


1.  Access,  Utilization,  and  Distribution  of  Benefits 
and  Costs  Under  Medicare  and  Medicaid 

Under  this  three-year  grant  awarded  in  1978, 


Syracuse  University  examined  a  variety  of  issues  related 
to  access,  distribution  of  benefits,  financing,  and 
supplemental  insurance  for  the  Medicare  and  Medicaid 
programs.  The  University  calculated  and  examined  the 
variation  in  the  benefits  and  costs  of  Medicare  and 
Medicaid  programs  by  State  from  1967  to  1975. 

Another  issue  explored  under  the  study  was  the 
private  health  insurance  coverage  of  Medicare  and 
Medicaid  beneficiaries,  especially  by  characteristics 
such  as  income  levels,  age,  race,  region,  and  family 
composition.  The  grantee  used  the  1976  Survey  of 
Income  and  Education  for  this  task.  Related  analyses 
explored  the  determinants  of  private  health  insurance 
coverage,  focusing  on  two  questions:  1)  Why  do  some 
poor  or  elderly  persons  (particularly  those  eligible  for 
Medicaid  and  Medicare)  purchase  private  health 
insurance,  while  others  rely  only  on  their  own  resources 
and  public  programs  to  cover  medical  expenses;  and  2) 
To  what  extent  do  Medicare  and  Medicaid  actually 
substitute  for  private  health  insurance  coverage? 

The  study  also  focused  on  two  major  issues 
concerning  access  to  care  and  utilization  of  services 
under  Medicare  and  Medicaid.  First,  it  assessed  the 
effect  that  Medicare  and  Medicaid  have  had  on  the  use 
of  medical  services.  Second,  it  analyzed  the  causes  of 
uneven  use  of  medical  services  by  persons  eligible  for 
either  Medicare  or  Medicaid.  The  study  also  analyzed 
the  distributive  effects  of  Medicare  and  Medicaid  by 
income,  race,  and  age,  as  well  as  the  financing  of  the 
Medicare  program  and  the  distributive  implications  of 
various  alternatives. 

Three  working  papers  resulted  from  this  project. 
Preliminary  results  indicate  that  although  significant  dif- 
ferences remained  in  the  rates  at  which  Southern  blacks 
and  whites  used  hospital  services  by  1976,  a  substantial 
narrowing  of  these  differences  occurred  between  1969 
and  1976.  In  addition,  it  appears  that  enrollees'  use  of 
health  care  rises  when  Medicare  is  supplemented  by 
private  insurance  coverage  or  by  Medicaid,  indicating 
that  Medicare  cost-sharing  (when  not  vitiated  by  private 
or  Medicaid  supplementation)  leads  to  significantly 
lower  levels  of  hospital  and  physician  utilization  than 
would  be  true  in  the  absence  of  the  program's 
deductible  and  coinsurance. 

A  final  report  was  completed  in  1981. 

2.  Medicaid  Program  Analyses 

Current  information  on  the  extent  of  coverage 
afforded  by  Medicaid  and  other  State  and  local 
programs  and  the  degree  to  which  Medicaid  is  meeting 
the  health  care  needs  of  the  poor  is  necessary  for  the 
future  reforms  or  improvements  in  the  Medicaid 
program.  Consequently,  ORD  has  initiated  a  series  of 
Medicaid  program  activities  related  to  State 
administration  of  Medicaid,  Medicaid  cost  containment 
and  urban  medical  care,  and  the  South  Carolina 
Medicaid  drug  co-payment  experience. 

In  1978,  ORD  sponsored  a  study  of  trends  in  State 
administration  of  Medicaid  programs.  The  descriptive 
study  covered  29  States  and  identified  potential 
changes  and  trends  in  eligibility  criteria  for  Medicaid.  It 
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also  compared  the  use  and  operation  of  the  spend- 
dovv'n  provision  for  the  medically  needy  among  States, 
reviewed  current  and  potential  benefit  coverage  and 
reimbursement  restrictions,  and  studied  coverage  of  the 
poor  who  are  not  eligible  for  Medicaid.  The  final  report, 
covering  current  and  proposed  State  Medicaid  policies 
as  of  late  1978,  was  submitted  in  January,  1979." 

The  study  found  that  most  States  were  increasing 
their  income  criteria  but  not  directly  in  relationship  to 
cost-of-living  increases.  Additionally,  analysis  has 
indicated  that  most  States  were  extending  Medicaid 
services  to  unborn  children.  As  was  the  case  with 
previous  studies,  considerable  variation  was  observed  in 
regard  to  spend-down  programs  across  the  States. 

3.  Medicaid  Cost  Containment  and  Urban  IVIedical 
Care 

The  purpose  of  this  two-year  Urban  Institute  grant, 
which  was  initiated  in  1981,  is  to  examine  the  effects  of 
Medicaid  cost  containment  policies  on  local 
government  health  care  spending  for  the  poor.  It  also 
explores  the  consequences  of  changes  in  both  Medicaid 
and  local  government  spending  for  the  financial  status 
of  hospitals.  To  remain  manageable,  the  study  is  limited 
to  the  experiences  of  the  central  cities  of  22  carefully 
selected,  large  standard  metropolitan  statistical  areas 
(SMSAs). 

Current  funding  structures  and  economic  conditions 
raise  a  number  of  policy  questions  that  the  grant  will 
address,  such  as  who  should  bear  the  burden  of 
Medicaid  cutbacks,  whether  local  governments  increase 
spending  to  compensate  for  Medicaid  reductions,  and, 
if  not,  how  hospitals  should  respond. 

The  grant  will  address  these  questions  by  carrying 
out  research  in  two  related  areas.  First,  it  will  determine 
the  size  and  causes  of  current  deficits  and  will 
investigate  the  relationship  between  hospital  deficits 
and  the  policies  of  Medicaid  programs  and  local 
governments.  Second,  the  Urban  Institute  will  analyze 
the  impact  of  economic,  political,  and  demographic 
conditions  on  local  governments'  spending  for  health 
care.  The  data  will  cover  a  12-year  period.  The  study 
will  draw  upon  the  political  science  and  economic 
literature  and  the  case  studies'  findings  on  factors 
affecting  local  health  spending.  The  ultimate  goal  is  to 
explain  how  the  medical  care  expenditures  of  local 
governments  respond  to  medicaid  cutbacks  and  to 
determine  what  factors  affect  capacity  to  compensate 
for  cutbacks  by  raising  local  revenues  or  obtaining 
grants  from  State  or  Federal  governments. 

4.  South  Carolina  Medicaid  Drug  Co-Payment 

The  purpose  of  this  HCFA  grant  to  the  University  of 
South  Carolina  is  to  determine  the  impact  of  a  $.50 
copayment  on  prescription  drugs  imposed  in  1977  by 
the  South  Carolina  Medicaid  program.  The  original 
intention  of  the  copayment  was  to  limit  excessive  use  of 
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prescriptions  by  the  Medicaid  population,  but  there  is  a 
possibility  that  copayment  may  serve  as  a  barrier  to 
care.  For  example,  people  may  fail  to  have  original 
prescriptions  filled,  not  take  drugs  as  frequently  as 
directed,  fail  to  get  refills,  or  prematurely  discontinue 
drugs  to  save  them  for  a  future  episode  of  illness. 

The  University  of  South  Carolina  will  investigate 
whether  any  of  these  patterns  have  occurred  as  a  result 
of  the  copayment  requirement,  and  if  so,  to  what  extent. 

This  grant  was  initiated  in  late  1980  and  will  be  in 
effect  for  two  years.  Results  are  expected  in  1983. 

E.  Intergovernmental  Health  Policy 
Studies 

Policy  guiding  health  care  delivery  and 
reimbursement  programs  is  developed  at  Federal,  State, 
and  (to  a  much  lesser  extent)  local  government  levels. 
Federal  policies  establish  an  overall  national  framework 
within  which  agencies  at  other  governmental  levels  have 
freedom  to  determine  their  own  priorities  and  policies 
and  to  set  up  and  operate  a  variety  of  programs  to 
implement  them.  Thus,  the  State  programs  can  be 
viewed  as  natural  experimental  laboratories  in  which  a 
variety  of  options  and  approaches,  aimed  at  achieving 
national  goals,  are  being  tested.  Recognizing  the 
opportunities  this  offers  for  comparative  and  evaluative 
analyses,  HCFA  encourages  and  supports  studies  of  the 
State  programs,  their  effectiveness  in  improving  quality, 
accessibility,  and  economy  in  the  delivery  of  services, 
and  the  impact  of  different  techniques  used  by  the 
States  in  their  monitoring  and  surveillance  activities. 

1.  State  Health  Policies  and  Programs 

The  George  Washington  University  is  conducting  a 
series  of  studies  of  intergovernmental  health  policy. 
Begun  in  December  1978  and  continuing  through  1981, 
this  project  collects  and  disseminates  information  on 
new  State  health  policies,  innovative  programs,  and 
increased  awareness  of  State  needs  and  problems.  The 
study  also  analyzes  State  efforts  that  have  special 
significance  to  Federal  health  policies  and 
communicates  data  to  decision-makers. 

The  project  staff  have  conducted  analytical  studies  of 
State  health  initiatives  and  programs  such  as  state-wide 
fee  schedules  and  State  experiences  with  catastrophic 
health  insurance  programs.  They  publish  bulletins  and 
notes  which  highlight  significant  State  activities  or 
innovative  programs,  new  health  policies,  and  major 
program  concerns. 

The  project  has  produced  reliable,  highly  visible,  and 
easily  accessible  analytical  information  about  State 
experiences  in  enacting  and  administering  programs  of 
special  concern  and  interest  to  HCFA.  It  also  has 
broadened  Federal  and  State  officials'  knowledge  about 
the  impact  of  Federal  programs  and  policies  on  the 
States. 

2.  Governors'  Role  in  Cost-Containment 

The  National  Governors'  Associates  (NGA)  explored 
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the-role  and  potential  of  the  Governor's  office  in 
promoting  and  implementing  health  care  cost- 
containment  activities  during  1980.  Using  its 
exceptional  access  to  State  executive  departments,  the 
NGA  conducted  a  one-year,  HCFA-funded  study,  which 
consisted  of  a  thorough  survey  and  inventory  of  State 
sponsored  health  care  cost-containment  activities, 
classified  into  generic  groups  and  subgroups  with  some 
level-of-effort  measurement. 

Following  the  data  collection  phase.  State  agency 
staff  responsible  for  the  activities  participated  in 
workshop  sessions.  The  purposes  of  these  sessions  was 
to  disseminate  the  information  gained  from  the  survey 
and  to  learn  about  the  State's  activities,  including  types 
of  problems  encountered  and  how  they  were  dealt  with. 
The  sessions  were  also  intended  to  discover  limitations 
of  effectiveness  and  possible  causes  of  those  limitations 
and  make  an  informal  assessment  of  generic 
approaches  to  cost  containment.  This  information  from 
the  State  agencies  was  incorporated  into  the  final  report 
of  the  project,  a  comprehensive  inventory  and 
discussion  of  State  activities  in  health  care  cost 
containment.  It  serves  as  a  guide  and  information 
resource  for  people  inside  and  outside  governmental 
agencies. 

F.  Policy  Centers 

The  Health  Care  Financing  Administration  supports 
two  university-based  health  policy  analysis  and 
research  centers.  The  university  settings,  with  their 
ready  access  to  economists,  physicians,  political 
scientists,  sociologists,  and  social  welfare  and  health 
management  specialists,  provide  HCFA  with  multi- 
disciplinary  resources  capable  of  examining  the 
implications  of  existing  or  proposed  public  policies 
from  a  variety  of  perspectives.  Each  year,  HCFA  and  the 
centers  determine  the  policy  and  research  projects 
which  are  to  be  carried  out  throughout  the  course  of  the 
project  year.  These  usually  include  both  short-  and 
long-term  research  activities.  In  past  years  they  have 
covered  such  topics  as  nursing  home  case  studies, 
controlling  costs  for  ancillary  services,  home  health 
services,  analysis  of  the  EPSDT  program,  and  physician 
reimbursement  studies.  Moreover,  the  centers  have 
responded  to  HCFA  on  an  as-needed  basis  in  assisting 
in  special  projects  such  as  developing  a  policy  paper  for 
long-term  care  and  evaluating  a  HCFA  initiative  to  aid 
t:„. —  :_ii.,  ^:3tressed  hospitals. 

1.  Center  for  Health  Policy  Analysis  and  Research 

The  Center  for  Health  Policy  Analysis  and  Research, 
located  at  the  Florence  Heller  Graduate  School, 
Brandeis  University,  was  established  by  the  University 
Health  Policy  Consortium  in  1978.  The  Consortium 
comprises  faculty  and  researches  from  Boston 
University,  Brandeis,  and  the  Massachusetts  Institute  of 
Technology.  During  the  first  three  years  of  a  five-year 
grant,  the  Center's  three  major  areas  of  research— long- 
term  care,  health  care  quality  and  effectiveness,  and 
regulation  and  reimbursement— were  selected  because 


of  their  relevancy  and  timeliness  to  HHS  and  HCFA. 

During  the  most  recently  completed  project  year,  the 
long-term  care  unit  emphasized  the  nursing  home 
industry,  home  health  care,  cost  of  services  to  children 
with  chronic  disease,  risk  for  institutionalizlation,  and 
the  administrative  days  problem.  The  health  care  quality 
and  effectiveness  group  analyzed  the  focused  review 
component  of  the  PSRO  program,  alternatives  of 
control  of  unnecessary  use  of  ancillary  services,  health 
technology,  and  regional  variations  in  hospital  use.  The 
regulation  and  reimbursement  group  focused  on 
physician  reimbursement  issues,  the  management  of 
the  ESRD  program,  international  variations  in  treatment 
of  ESRD,  a  quantitative  and  case  study  analysis  of 
financially  distressed  urban  hospitals,  and  assessments 
of  how  information  concerning  the  utility  of  medical 
practices  effects  changes  in  physicians'  behavior. 

In  its  recently  approved  fourth  year  agenda,  the 
Center  is  building  upon  its  previous  work  but  also 
includes  new  initiatives  designed  to  be  responsive  to 
HCFA's  newly  emerging  informational  needs.  A  new 
working  group  has  been  established  and  will  focus  on 
the  acute  care  financing  issues,  including  a  continuing 
analysis  of  financially  distressed  urban  hospitals,  the 
efficiency  and  effectiveness  of  Independent  Organ 
Procurement  Agencies,  the  impact  case-mix  and 
organizational  auspices  have  on  ESRD  reimbursement, 
and  the  effects  of  complementarity  and  substitutability 
on  physician  fees.  A  research  group  with  a  similar  focus 
on  financing  issues  has  been  established  in  the  long- 
term  care  area  and  will  focus  on  an  economic  analysis 
of  home  health  care  provider  behavior  and  a  study  of 
choices  of  elderly  individuals  with  respect  to  household 
composition  and  source  of  home-provided  services. 
Other  work  in  the  long-term  care  area  is  to  include  an 
examination  of  mandatory  nursing  home  prescreening 
programs,  the  use  of  acute  care  hospitals  by  nursing 
homes  for  managing  psychiatric  patients,  and  studies  of 
the  feasibility  of  including  respiratory,  nutrition,  and 
social  work  services  as  home  health  benefits  under 
Medicare.  The  health  care  quality  component  will 
undertake  two  major  analyses:  identification  and 
measurement  of  iatrogenic  disease  and  the  impact  of 
decisions  to  grant  reimbursement  for  new  technologies. 

2.  Center  for  Health  Services  and  Policy  Research 

In  October  of  1978,  HCFA  awarded  Northwestern 
University's  Center  for  Health  Services  and  Policy 
Research  a  grant  to  assist  HCFA  in  addressing  a 
number  of  policy,  management,  and  planning  issues. 
During  the  first  year,  the  primary  focus  was  on  hospital 
cost  containment.  The  Center  initiated  studies  on  topics 
such  as  hospitals'  strategic  responses  to  a  constraining 
environment,  the  behavior  of  community  hospitals  and 
implications  of  a  revenue  cap,  understanding  the 
"voluntary  effort,"  the  dynamics  of  volume  adjustment, 
and  hospital  classification  systems.  Northwestern  also 
completed  a  concept  paper  on  physician 
reimbursement  under  the  end-stage  renal  disease 
program  and  an  assessment  of  the  validity  of  the 
information  in  21  reports  on  15  early  and  period 
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scrsening,  diagnosis,  and  treatment  (EPSDT) 
demonstrations  and  evaluations  between  1972  and 
1978.  The  EPSDT  study  critiques  the  efficiency  of  the 
objectives  of  proposed  Child  Health  Assurance  Program 
(CHAP)  legislation.  In  1980,  Northwestern  continued  its 
investigations  into  EPSDT  and  hospital  cost 
containment  issues.  A  major,  new  emphasis  focused  on 
physician  financial  incentives  and  reimbursement 
policies. 

Throughout  the  grant  period,  long-term  studies  are 
being  conducted  to  develop  a  behavioral  model  of  the 
acute-care  hospital,  to  examine  issues  around  the  role 
of  the  informed  consumer  in  health  care  decision- 
making, and  to  assist  HCFA  in  outlining  practices  and 
procedures  for  obtaining  high  quality  information  from 
its  evaluation  activities. 
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CHAPTER  VII 
Quality  and  Effectiveness 


A.  Introduction 

Quality  and  effectiveness  are  difficult  concepts  to 
define  and  measure.  Their  importance  to  HCFA 
programs,  however,  requires  that  this  be  done.  Quality 
of  health  services  is  generally  measured  indirectly, 
through  structural  criteria  (modern,  fully  equipped,  safe 
facilities),  process  criteria  (staffing,  admission  rates, 
length  of  stay,  costs),  and  outcome  criteria  (was  the 
patient  cured  or  improved).  The  last  is  by  far  the  most 
difficult  to  define  and  measure. 

Efforts  to  improve  all  three  of  these  measures  are  at 
the  heart  of  much  of  HCFA's  research  and 
demonstration  activity.  HCFA  pays  for  health  services  of 
various  types  in  a  variety  of  settings  and  must  ascertain 
and  ensure  that  what  is  done  is  done  well  and  that  the 
facilities  caring  for  patients  promote  the  best  possible 
outcome. 

Effectiveness  attempts  to  answer  the  question  of 
whether  something— a  procedure  or  a  technology— 
"works."  Does  it  produce  the  desired  outcome  on  those 
subjected  to  it?  For  example,  does  surgery  cure  bad 
backs?  Do  Pap  smears  detect  cancer? 

Often  quality  and  effectiveness  are  confused  with 
quantity.  The  notion  that  more  medical  care  is  better  is 
a  hard  one  to  combat  in  spite  of  research  showing  that 
Americans  who  undergo  more  surgery,  more  tests,  and 
more  hospitalization  are  not  healthier.  Medical  care 
itself,  as  well  as  poor  quality  care,  often  results  in 
complications  or  further  illness,  requiring  more  care 
and  incurring  higher  costs. 

Some  of  this  research  has  been  supported  by  HCFA 
as  part  of  its  demonstrations  and  studies  to  improve  the 
quality  and  effectiveness  of  care  to  its  beneficiaries. 
These  projects  address  facilities'  capacity  to  deliver 
quality  care,  as  well  as  the  actual  delivery  and  outcomes 
of  care  in  different  settings.  Some  studies  seek  to 
identify  the  types  and  frequency  of  ineffective  or 
unnecessary  services.  These  include  analyses  of 
variations  in  surgery  and  hospitalization  rates  and 
demonstrations  and  evaluations  of  second  opinion 
programs  for  elective  surgery. 

Qther  projects  focus  on  the  development  of  new 
surgery  and  other  quality  assessment  methods  and  their 
application  to  different  providers.  HCFA  also  supports 
studies  of  medical  practice  criteria,  costs  and  use  of 
new  technologies,  and  improvements  in  medical 
education,  as  it  addresses  quality,  effectiveness,  and 
cost  issues. 

B.  Review  and  Surveillance  Systems 

Monitoring  the  use  and  quality  of  inpatient  and 
outpatient  care  is  an  integral  element  of  cost 
containment  and  regulation.  Review  systems  collect 


data  on  patterns  of  care  and  utilization  which  are  used 
to  identify  areas  in  health  delivery  programs  that  require 
improvement. 

HHS  has  developed  and  implemented  several 
elements  of  this  surveillance  under  the  Social  Security 
Act,  which  has  mandated  utilization  reviews  and  quality 
assurance  activities  under  Medicare  and  Medicaid.  The 
1972  amendments  to  the  Social  Security  Act  also 
established  physician  peer  review  groups,  called 
Professional  Standards  Review  Organizations  (PSROs), 
which  have  assumed  increasing  responsibility  for 
reviewing  quality  of  care  and  hospital  utilization  by 
Federal  beneficiaries.  (See  Chapter  VI,  Program 
Evaluation,  for  additional  information  on  the  PSRO 
program.) 

In  addition  to  hospital  regulation.  Medicare  and 
Medicaid  also  require  annual  surveys  of  nursing  homes 
to  examine  compliance  with  Federal  conditions  of 
participation.  These  surveys  examine  the  facilities' 
physical  plants  as  well  as  their  capacity  to  deliver 
quality  care.  In  addition,  the  care  of  each  Medicaid 
nursing  home  patient  must  be  examined  for 
appropriateness  of  level  of  care  and  quality.  These 
assessments,  termed  inspections  of  care,  are  conducted 
under  Medicaid  State  agency  auspices  by  Medicare 
review  (MR)  and  independent  professional  review  (IPR) 
teams  in  skilled  nursing  facilities  and  intermediate  care 
facilities,  respectively.  HCFA  supports  efforts  to 
improve  the  survey  and  certification  process. 

1.  United  Mine  Worl^ers  Surveillance  and 
Utilization  Review  System 

The  United  Mine  Workers  (UMW)  Health  and 
Retirement  Fund  has  maintained  an  active  quality 
assurance  and  cost  containment  program  throughout 
its  30-year  history.  HCFA  grant  support  has  enabled  the 
UMW  to  improve  its  surveillance  and  utilization  review 
system. 

One  of  its  more  recent  innovations  is  a  computerized 
claims  payment  system  called  MINES.  This  system  not 
only  allows  the  Fund  to  pay  claims  more  efficiently,  it 
also  permits  provider  fees  to  be  monitored  according  to 
specific  procedure  and  specialty.  Furthermore,  it  limits 
the  authorized  procedures  by  provider  specialty  and 
controls  utilization  of  services  rendered  by  non-par- 
ticipating providers.  A  subsystem  of  MINES,  the 
Surveillance  and  Utilization  Review  (SUR)  system,  has 
been  a  major  development  in  the  Fund's  quality 
assurance  program.  SUR  has  enabled  the  Fund  to  better 
evaluate  its  program,  identify  problems  in  provider  and 
beneficiary  education,  assess  policy  decisions,  and 
conduct  research. 

Under  a  HCFA  grant  awarded  in  October  1978,  the 
UMW  improved  coding  methods  and  data  elements  on 
claims  forms  used  to  calculate  important  SUR 
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measures.  It  also  assessed  the  validity  of  using  certain 
SUR  variables  as  indicators  of  provider  behavior  and 
developed  a  methodology  for  identifying  providers  with 
unusual  patterns  of  care  and  for  reducing  the  false 
positive  identification  of  providers. 

The  UMW  presented  computerized  project  data  on 
beneficiaries'  care  to  medical  specialty  panels  for 
review.  In  the  first  round,  reviewers  rated  the  care 
according  to  its  appropriateness.  The  grantee  then 
prepared  a  report  on  each  provider  showing  the 
percentage  of  cases  with  appropriate  care.  During  the 
second  round,  reviewers  analyzed  these  summaries  and 
reached  some  conclusions  about  each  provider's  overall 
practice.  The  UMW  analyzed  the  results  of  this  review 
and  also  evaluated  alternative  hospital  profile  systems 
based  on  claims  data. 

The  UMW  evaluated  several  alternative  SUR 
configurations  in  terms  of  operating  cost,  the  number  of 
exceptions  identified,  the  levels  of  sensitivity  and 
specificity,  and  associated  cost  benefits.  The  final 
report  of  the  study  was  submitted  in  June  1981. 

Innovations  developed  through  this  research  can  be 
readily  transferred  to  States'  Medicaid  SUR  systems. 
Although  it  is  unlikely  that  these  innovations  will  reduce 
manpower  costs  in  State  agencies,  they  are  expected  to 
improve  the  effectiveness  of  the  available  staff. 

2.  Oklahoma  Utilization  Review  System 

In  1974,  HHS  published  revised  utilization  review 
regulations  for  Medicare  and  Medicaid.  The  medical 
community  in  Oklahoma  claimed  that  many  rural 
hospitals  in  that  State  would  be  unable  to  comply  with 
the  regulations.  In  response  to  this  problem,  the  State, 
the  medical  society,  and  the  State  hospital  association 
developed  the  Oklahoma  Utilization  Review  System 
(OURS)  as  an  alternative  UR  approach.  OURS  was 
originally  implemented  on  a  demonstration  basis  under 
the  authority  of  Section  1 1 1 5  of  the  Social  Security  Act. 

The  State  Medicaid  agency  contracted  with  the 
Oklahoma  Foundation  for  Peer  Review  (OFPR)  to 
implement  and  manage  OURS.  Waivers  of  Medicaid  UR 
requirements  were  granted  as  a  part  of  the 
demonstration.  The  demonstration  ran  from  February 
1977  to  May  1978.  In  April  1978,  OFPR  was  designated 
as  the  conditional  PSRO  for  Oklahoma  and  proceeded 
to  modify  the  OURS  system  to  review  care  and  services 
under  PSRO  authority. 

In  September  1979,  ORD  awarded  a  competitive 
contract  to  SysteMetrics,  Inc.  to  evaluate  OURS.  The 
evaluation  covers  the  year  prior  to  the  implementation 
of  OURS,  the  time  during  which  OURS  functioned  as  a 
demonstration,  and  the  first  full  year  of  operation  as  a 
conditional  PSRO.  The  study  design  is  a  time  series 
analysis  comparing  Medicare  and  Medicaid  hospital 
utilization  rates  and  program  expenditures  in  Oklahoma 
with  those  in  a  matched  PSRO  comparison  State, 
Arkansas.  This  study  also  describes  the  elements  of 
review  performed  as  part  of  OURS  and  measures  both 
the  cost  and  the  effectiveness  of  OURS  as  a  form  of 
utilization  review  for  Medicare  and  Medicaid. 


3.  Development  of  Measures  of  Inappropriate 
Hospital  Use 

In  mid-1980,  HGFA  awarded  a  grant  to  Boston 
University  (BU)  to  field  test  the  Appropriateness 
Evaluation  Protocol  (AEP),  an  instrument  to  measure 
inappropriate  use  of  hospital  beds.  This  instrument, 
revised  on  the  basis  of  earlier  tests,  incorporates  explicit 
severity  of  illness  criteria  and  was  applied  in  chart 
review  in  25  East  and  West  coast  hospitals. 

The  BU  project  also  developed  similar  instruments  for 
determining  appropriateness  of  ancillary  services  and 
began  testing  them. 

The  final  results  are  due  in  1982. 

4.  Measurement  of  Inappropriate  Hospital  Use 

Inappropriate  hospital  use  is  a  national  problem  in 
health  care  practice.  Researchers  estimate  that  between 
9  and  35  percent  of  total  days  of  hospital  use  are  either 
medically  unnecessary  or  inappropriately  provided  at  an 
acute  hospital  level.  Such  a  wide  variation  in  findings  is 
clearly  a  result  of  methodological  differences  among 
studies.  Consequently,  there  are  no  valid  and  reliable 
national  estimates  to  identify  the  extent  of  inappropriate 
hospital  care  and  its  causes. 

HGFA  has  contracted  with  SysteMetrics  to  assess  the 
current  level  of  inappropriate  hospital  usage  and  to 
identify  its  causes  by  measuring  inappropriate 
admissions  and  days  of  care  for  all  patients  in 
Medicare-certified,  non-Federal,  short-stay,  acute  care 
hospitals.  Data  are  being  abstracted  from  medical 
records  for  the  analysis. 

Data  collected  during  the  early  phase  of  the  project 
will  be  used  to  generate  regional  estimates  of 
inappropriate  utilization  and  will  provide  information  to 
HCFA  and  the  health  services  research  community 
about  the  volume  and  causes  of  inappropriate  use.  In 
the  final  phase,  the  abstracting  methodology  will  be 
refined  and  applied  to  a  national  probability  sample  of 
hospitals.  The  final  report  will  then  provide  national 
estimates  of  the  overall  extent,  frequency  by  payer  type, 
and  causes  of  inappropriate  hospital  use. 

The  project  will  conclude  in  1982. 

5.  Wisconsin  Nursing  Home  Quality  Assurance 
Project 

The  Wisconsin  Department  of  Health  and  Social 
Services  is  in  the  last  year  of  a  four-year,  Section  1115, 
waiver-only  project  to  improve  quality  of  care  reviews  in 
nursing  homes.  The  project  tests  steamlined  methods 
for  conducting  surveys  of  facility  compliance  with 
certification  requirements.  The  basic  goal  is  to  focus 
quality  assurance  activities  on  identifying  and 
correcting  problems  in  low  quality  homes  while 
reducing  surveillance  over  nursing  homes  which 
perform  well. 

The  Department  chooses  facilities  randomly  and 
surveys  and  inspects  them  using  various  combinations 
of  experimental  and  control  methods.  A  screening 
technique  allows  teams  to  separate  homes  into  three 
categories:  those  performing  well,  those  with  minor 
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problems  likely  to  be  resolved  with  consultation,  and 
those  with  one  or  more  serious  problems  requiring 
detailed  analysis  for  possible  negative  action.  In  place 
of  the  standard  facility  questionnaire  for  certification 
and  licensure,  which  requires  checking  1,500  items,  the 
demonstration  uses  information  from  prior  surveys  and 
an  experimental  facility  screening  instrument  to  assess 
10  key  aspects  quickly  and  pinpoint  those  areas  in 
which  the  home  has  problems.  Emphasis  in  the 
experimental  facility  survey  approach  is  on  diagnosing 
the  underlying  causes  of  problems  and  developing 
plans  for  corrective  action. 

To  increase  the  efficiency  and  effectiveness  of  the 
medical  review  (MR)  and  independent  professional 
review  (IPR)  of  patient  care,  the  project  chooses  a 
stratified  sample  of  patients  for  intensive  review,  rather 
than  performing  a  cursory  review  of  all  patients 
currently  in  the  home.  It  omits  the  full  MR  and  IPR 
survey  except  where  indicated  by  a  history  of  patient 
care  problems  or  after  using  the  new  patient  sampling 
technique.  Emphasis  here  is  on  identifying  systematic 
problems  in  delivering  care  rather  than  detecting 
specific  individual  problems  or  code  violations.  The 
time  saved  by  the  use  of  this  streamlined  method  can 
then  be  used  to  provide  consultation  and  follow-up 
visits  to  those  homes  with  deficiencies.  In  contrast, 
most  homes  usually  receive  only  annual  inspections, 
regardless  of  survey  findings. 

Wisconsin  Health  Care  Review,  Inc.  is  conducting  an 
independent  evaluation  of  this  project  under  a  grant 
awarded  in  June  1980.  The  evaluation  examines  the 
impact  of  the  experimental  methods  on  total  cost, 
allocation  of  surveyor  time,  detection  of  problems,  and 
quality  of  care,  as  well  as  whether  survey  findings  are 
legally  enforceable.  Preliminary  findings  suggest  that 
the  new  methods  are  resulting  in  greater  surveyor  time 
spent  on  poorer  homes  and  more  frequent  follow-up 
visits  than  the  old  methods.  The  total  time  for  survey 
and  certification  visits  using  the  screening  survey  and 
10  percent  sampling  of  patients  for  MR/IPR  is  two  days 
in  homes  of  100  beds  or  less,  while  the  traditional 
methods  in  homes  of  the  same  size  require  15  working 
days. 

Limited  data  from  only  one  district  also  suggest  that 
the  new  method  identifies  at  least  as  many  deficiencies 
as  the  full  survey.  The  inspection  of  care  sampling 
procedure  appears  to  detect  fewer  misplacements  in 
levels  of  care.  However,  the  reimbursement  impact  is 
negligible  because  upward  and  downward 
reclassifications  generally  cancel  each  other  out  in  both 
experimental  and  control  homes. 

Final  study  results,  which  will  include  two 
independent  measures  of  impact  of  quality  of  care,  as 
well  as  costs  to  both  the  facilities  and  the  State,  are 
expected  in  the  summer  of  1982. 

6.  New  York  State's  Nursing  Home  Quality  As- 
surance Project 

The  New  York  State  Department  of  Health  was 
awarded  a  Section  1115.  waiver-only  grant  in  1980  as 
part  of  an  overall  effort  by  the  State  to  improve  the 
regulation  and  quality  of  care  provided  in  residential 


health  care  facilities  (RHCFs),  which  include  both  SNFs 
and  ICFs. 

The  objectives  of  this  project  are  to  simplify  and 
streamline  the  medical  review  (MR)  and  independent 
professional  review  (IPR)  and  Medicare  review  process 
for  all  RHCFs  in  New  York  State.  The  new  system  wil 
use  a  screening  survey  which  will  combine  a  form  to  be 
filled  out  by  the  facility  with  a  relatively  brief  form  to  be 
filled  out  by  the  reviewers  when  they  visit  the  facility. 
This  latter  form  would  reduce  the  number  of  items  for 
the  SNF  survey  from  1 ,285  to  241  and  the  ICF 
requirement  from  780  to  223.  MR  and  IPR  will  be 
combined  into  a  single  process. 

The  first  stage  will  be  an  outcome-oriented  system 
which  will  look  at  sentinel  health  events,  defined  as 
untoward  events  whose  presence  represents  a  potential 
failure  in  the  care  system.  Examples  include  the 
presence  of  bedsores,  urinary  tract  infections,  and 
contractures.  If  a  number  of  these  events  exceeds  a 
threshold  (to  be  established  on  the  basis  of  the  patient 
mix  and  the  facility),  then  the  second  stage  of  the 
proposal  will  be  initiated.  In  the  second  stage,  the 
grantee  will  undertake  a  more  detailed  investigation  of 
the  process  of  care  for  a  sample  of  patients  having  the 
untoward  events. 

The  research  design  calls  for  review  of  the  20  percent 
of  facilities  requiring  intensive  surveys,  assessment  of 
the  validity  of  the  outcome-based  screening  and  the 
process-based  follow-up,  and  analysis  of  the  causes  of 
deficiencies  in  the  review  process.  Finally,  it  will  apply 
various  statistical  measures  to  test  the  increased 
efficiency  of  the  new  system  over  the  old  one. 

Evaluation  of  this  project  will  be  part  of  an  evaluation 
of  all  the  survey  demonstrations.  This  review  will  be 
completed  in  1983. 

7.  Massachusetts  Nursing  Home  Survey-by-Exception 
(SBE) 

In  July  1980,  a  Section  1115,  waiver-only  grant  was 
awarded  to  the  Massachusetts  Department  of  Public 
Welfare  to  test  a  streamlined  approach  to  nursing  home 
survey  and  certification.  The  purpose  of  this  two-year 
project  is  to  improve  survey  efficiency  by  reallocating 
surveyor  time  so  that  facilities  with  the  greatest  certifica- 
tion compliance  problems  can  receive  additional  con- 
sultation and  technical  assistance  by  the  surveyors. 

The  MR  and  IPR  patient  surveys  will  be  performed  as 
usual,  but  the  State  will  pre-test  and  use  an  experi- 
mental facility  screening  instrument  in  this 
demonstration.  The  new  instrument  divides  facilities 
into  three  groups  based  upon  their  performance  in 
annual  surveys  for  the  preceding  three  years. 

The  Massachusetts  Long  Term  Care  Information 
System  (LTCIS),  a  management  information  system 
containing  the  results  of  all  facility  surveys  since  1976, 
aggregates  survey  results  at  the  facility  level  so  they  can 
be  compared  across  facilities.  The  experimental  survey 
screening  process  is  then  used  for  a  random  sample  of 
homes  with  the  highest  scores.  An  abbreviated  survey 
process  is  used  in  a  random  sample  of  homes  in  the 
mid-range,  and  control  homes  and  all  low  scoring 
homes  receive  the  standard  survey. 


67 


In  addition  to  being  analyzed  by  project  staff,  the 
demonstration  will  be  included  in  HCFA's  independent 
evaluation  of  all  survey  demonstrations,  to  be 
completed  in  1983. 

8.  Prospective  Computerized  Drug  Review 

HCFA  awarded  a  grant  to  California's  Department  of 
Health  Services  in  January  1980  to  conduct  a  feasibility 
study  for  a  computerized  prospective  drug  review 
system  based  on  the  economics  of  a  centralized  data 
bank  and  on-line  terminals  at  the  retail  level.  The 
objective  is  to  control  the  filling  of  prescriptions  under 
the  Medicaid  program. 

The  study,  which  evaluates  prospective  computerized 
drug  review  as  a  tool  for  controlling  inappropriate  pre- 
scribing and  drug  abuse,  should  improve  the  quality 
and  economy  of  Medi-Cal  drug  prescribing.  The  use  of 
low  cost  point  of  transaction  terminals  and  mini- 
computers has  already  been  proven  effective  to 
establish  such  controls.  This  is  especially  true  of  recent 
developments  in  the  banking  and  retailing  industries. 

Existing  methods  for  reviewing  drug  use  in  Medicaid 
programs  are  manual  and  retrospective  systems.  They 
generally  involve  formularies,  restrictions  and  deletions, 
or  combinations  of  both.  These  methods  are  costly  to 
administer  because  they  require  auditors,  lawyers,  and 
law  enforcement  officials.  Cost  containment  is  difficult 
because  control  is  achieved  in  an  "after  the  fact"  or 
retrospective  environment.  In  addition,  these  methods 
frequently  involve  controversy  and  misunderstandings 
with  drug  manufacturers,  physicians,  pharmacists,  and 
recipients  and  are  ineffective  in  preventing 
inappropriate  prescribing  or  drug  interactions. 

The  first  on-line  drug  utilization  review  program  was 
developed  at  Los  Angeles  County-University  of 
Southern  California  Medical  Center  with  grants  from 
HEW  and  the  Social  Security  Administration.  A 
modification  of  the  principles  and  methods  deveoped 
for  that  project,  plus  the  technology  used  in  electronic 
banking,  will  be  the  basis  for  the  development  of  this 
project  approach. 

Under  the  demonstration,  Medi-Cal  participating 
pharmacies  will  use  point  of  transaction  terminals  to 
make  instantly  available  to  the  pharmacist,  before  the 
prescription  is  dispensed,  the  decision  of  whether  the 
Department  will  pay  for  that  specific  prescription. 
Additionally,  the  Department  will  have  complete  data  on 
hand  about  drugs  previously  dispensed.  This 
information  can  be  used  to  provide  controlled  therapy 
and  ensure  payment  for  approved  transactions.  Therapy 
will  be  controlled  by  establishing  utilization  maximums 
for  a  number  of  drugs  (eventually  all  drugs).  Drug 
interaction  controls  will  also  be  incorporated  so  that 
potentially  dangerous  interactions  can  be  identified 
before  the  patient  receives  the  medication.  Upon 
presentation  of  adequate  justification,  a  State 
consultant  can  override  controls.  The  system,  when 
rejecting  a  prescription,  will  indicate  the  need  for  prior 
authorization.  Diagnosis  requirements  currently 
mandated  for  certain  drugs  can  be  validated  by  the 
presence  within  the  computer  system  of  the  required 


diagnosis.  Claims  will  be  considered  as  an  additional 
option  for  implementation. 

C.  Second  Surgical  Opinions 

Numerous  studies  have  shown  that  large,  unexplained 
variations  in  surgery  rates  exist  between  neighboring 
communities  and  that  prepaid  health  plan  enrollees 
usually  undergo  fewer  elective  operations  than 
subscribers  to  third-party  health  insurance  plans.  A 
variety  of  factors  may  account  for  such  rate  variations. 
Some  physicians  might  be  more  inclined  to  recommend 
certain  procedures;  areas  with  large  teaching  hospitals 
or  renowned  surgeons  may  have  higher  total  surgery 
rates  or  higher  rates  for  specific  procedures;  regional 
variations  in  culture  or  education  levels  may  influence 
patient  decisions  about  whether  to  elect  surgery. 

Manpower  issues  are  also  important.  There  is  concern 
that  there  is  an  oversupply  of  surgeons  which  in  turn 
creates  excess  demand  for  surgical  care.  Patients  may 
have  reduced  economic  incentives  to  question 
proposed  surgery  because  of  the  high  level  of  insurance 
coverage  for  inpatient  surgical  care.  One  response  by 
third-party  payers  has  been  renewed  interest  in 
monitoring  claims  to  detect  procedures  considered 
outmoded  by  the  mainstream  physician  community. 

Many  people  are  reluctant  to  question  the  validity  of 
treatment  that  is  recommended  to  them  by  their 
physicians  and  fail  to  seek  additional  information  about 
potential  benefits  and  risks.  The  existence  of  economic 
incentives  and  limited  consumer  information,  together 
with  the  wide  variation  in  surgery  rates,  has  given  rise  to 
speculation  about  the  extent  of  unnecessary  surgery. 

Programs  that  require  or  recommend  that  patients 
seek  second  opinions  before  surgery  have  been 
promoted  as  one  means  of  reducing  inappropriate 
surgery  and  health  care  costs.  Second  opinions  are 
seen  as  a  solution  due  in  part  to  studies  of  surgical  rates 
in  general  and  among  regions.  In  addition,  studies  have 
shown  wide  variations  in  surgery  recommendations  for 
defined  cases  by  different  physicians.  These  data  bring 
into  question  whether  there  is  always  one  answer  or 
whether  a  preferred  diagnosis  is  always  correct. 

While  much  public  attention  has  been  focused  on 
excess  surgery,  information  arising  from  studies  of 
second  surgical  opinion  programs  highlights  a  problem 
which  has  not  received  much  public  attention,  that  is,  a 
high  level  of  patient  non-compliance  with 
recommendations  for  necessary  surgery.  For  patients 
who  question  the  validity  of  surgical  recommendations, 
second  opinions  may  also  provide  the  reassurance 
needed  to  encourage  them  to  obtain  appropriate 
treatment,  possibly  resulting  in  improved  health  and 
lower  long-run  health  care  costs. 

1.  Presurgical  Screening 

HCFA  has  been  supporting  research  at  the  Cornell 
University  Medical  College  since  1975  on  the  impact  of 
voluntary  and  mandatory  second  surgical  opinion  pro- 
grams on  the  cost  and  quality  of  care.  Second  opinion 
benefits  have  been  offered  through  several  Taft-Hartley 
security  welfare  funds  in  New  York  City.  The  major 
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goals  of  the  study  include  measuring  the  utilization 
patterns  and  econonnic  savings  of  the  program.  Study 
data  have  been  collected  from  second  opinion  program 
claims  from  over  1 1 ,000  consultations  and  from  a 
sample  of  4,953  patients  who  were  surveyed  on  up  to 
four  different  occasions  after  receiving  a  second 
opinion  to  determine  what  surgical  or  medical  treatment 
they  obtained. 

Results  from  voluntary  participants  in  the  Cornell  pro- 
gram have  been  widely  reported;  therefore,  only  the 
findings  from  the  mandatory  program  are  discussed 
here.  Of  the  6,799  patients  screened  in  the  mandatory 
program  between  1974  and  April  1980,  81.3  percent 
were  confirmed  for  surgery.  However,  non-compliance 
with  surgical  recommendations  was  considerably 
higher  than  expected,  with  12.3  percent  of  the 
confirmed  patients  not  having  the  recommended 
procedures  as  of  one  year  later,  most  often  because  the 
patient  felt  that  the  surgery  was  deferrable  or  the 
condition  tolerable. 

The  highest  rates  of  non-confirmation  were  among 
those  initially  recommended  for  knee  surgery,  bunion- 
ectomies,  hysterectomies,  and  prostatectomies.  Among 
those  not  confirmed  for  surgery,  38.6  percent  had  the 
surgery  within  one  year,  with  the  majority  indicatmg  a 
worsening  of  their  conditions  as  the  reason  for  surgery. 
Approximately  6  percent  of  the  entire  study  population 
reported  no  further  medical  or  surgical  treatment 
following  a  non-confirmation,  a  finding  which  the 
authors  interpreted  as  the  level  of  "surplus"  surgery  in 
the  population  studied.  The  cost-benefit  analysis,  which 
included  economic  costs  and  benefits  to  both  patients 
and  the  health  insurance  programs,  indicated  that  each 
$1.00  of  second  opinion  program  cost  generated  $2.63 
of  benefits. 

2.  Medicare  Second  Opinion  Demonstrations 

Because  there  are  many  unanswered  questions  con- 
cerning the  organization  and  long-term  patient 
outcomes  of  second  opinion  programs,  ORD  is 
conducting  experiments  to  help  to  resolve  these  issues. 
Blue  Cross/Blue  Shield  of  Greater  New  York  and  Blue 
Cross/Blue  Shield  of  Michigan  have  implemented 
voluntary  second  surgical  opinion  demonstrations  for 
Medicare  beneficiaries  under  contracts  awarded  in 
September  1977.  Both  demonstrations  include  waivers 
of  Medicare  Part  B  copayment  and  deductible 
requirements  for  the  physician-consultant  and  ancillary 
services.  Consultants  are  reimbursed  on  an  assignment 
basis.  As  a  result,  eligible  beneficiaries  are  able  to 
obtain  cost-free  second  and  third  opinions. 

The  New  York  program  covers  approximately  1.5 
million  Medicare  beneficiaries  living  in  17  counties  of 
downstate  New  York,  while  the  Michigan  program 
covers  about  365,000  Medicare  beneficiaries  in  greater 
Detroit.  Both  programs  are  conducting  public 
information  campaigns  to  encourage  eligible 
beneficiaries  to  participate. 

At  the  end  of  the  second  year,  the  New  York 
demonstration  received  4,990  requests  for  second  or 
third  opinions.  Of  these  requests,  3,368  claims  were 
submitted,  yielding  a  consultation  completion  rate  of 


about  67  percent.  Sixty-three  of  these  claims  were  for 
third  opinions.  New  York's  utilization  experience  was 
more  than  two  times  higher  than  had  been  anticipated 
at  the  start  of  the  demonstration.  Thirty-two  percent  of 
the  second  opinions  rendered  did  not  confirm  the  need 
for  surgery. 

During  its  first  two  years,  Michigan's  program 
received  275  requests  for  consultations,  and  237  were 
completed  for  a  completion  rate  of  86  percent.  Eight  of 
the  completed  appointments  were  for  third  opinions. 
Over  36  percent  of  all  consultations  failed  to  confirm  the 
need  for  surgery.  Since  requests  for  consultation  were 
below  expectations,  the  Michigan  program  expanded  its 
public  information  program  to  include  newspaper 
advertising  and  brochures  mailed  to  eligible 
beneficiaries.  Although  increased  promotional  efforts 
contributed  to  a  moderately  increased  rate  of  requests, 
the  effect  was  relatively  short-lived. 

3.  Massacliusetts  Mandatory  Second  Opinion 
Program 

ORD  awarded  the  Massachusetts  Department  of 
Public  Welfare  a  one-year  grant  to  study  the  mandatory 
second  surgical  opinion  program  in  that  State. 
Mandated  by  the  Massachusetts  State  legislature  in 
1976,  this  program  requires  all  Medicaid  beneficiaries 
recommended  for  any  one  of  eight  designated  elective 
procedures  to  get  a  second  opinion  before  undergoing 
surgery. 

The  final  report  of  the  study  was  published  in  the 
Health  Care  Financing  Grants  and  Contracts  series.'' 
The  programs  first  year  of  operation  was  found  to  be 
cost-effective,  with  a  cost-benefit  ratio  between  1:3.6 
and  1:3.9.  Surgeries  declined  20  percent  among  the 
eight  procedures.  In  part,  the  lower  rate  of  surgery  may 
be  due  to  a  sentinel  effect  (that  is,  physicians 
recommending  surgery  less  often  because  the  program 
scrutinized  their  patients),  as  well  as  the  direct  effect  of 
non-confirmations.  However,  patients  who  failed  to 
obtain  the  required  second  opinions  also  contributed 
significantly  to  the  drop  in  surgery  rates. 

4.  Second  Opinion  Program  Evaluation 

Under  a  contract  awarded  in  October  1978,  Abt  As- 
sociates, Inc.  is  determining  the  effect  of  second 
opinions  on  rates  of  surgery,  associated  costs,  and 
health  outcomes.  The  contractor  is  evaluating  the 
experimental  Medicare  second  opinion  programs  in 
New  York  and  Michigan,  the  Medicaid  second  opinion 
program  in  Massachusetts,  and  an  HHS  nationwide 
second  opinion  effort.  Researchers  will  address  factors 
underlying  use  of  second  opinion  benefits,  as  well  as 
those  accounting  for  differences  between  physicians' 
recommendations  and  patients'  surgical  decision- 
making. Another  aspect  of  the  investigation  involves  the 
effect  of  various  administrative  arrangements  used  to 
provide  second  opinions. 


^Health  Care  Financing  Gants  and  Contracts.  "The  Effect  of  a 
Mandatory  Second  Opini  jn  Program  on  Medicaid  Surgery 
Rates— An  Analysis  of  th  j  Massachusetts  Consultation 
Program  for  Elective  Surgery."  PB81-151334. 
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Unlike  previous  studies  of  second  opinion  programs, 
this  evaluation  uses  patient  comparison  groups  and 
specific  health  status  measures  to  estimate  program 
effects.  The  use  of  comparison  groups  will  enable 
HCFA  to  study  tv\/o  unresolved  issues  regarding  the 
value  of  second  opinion  programs. 

First,  it  is  conceivable  that  some  patients  receiving 
confirming  second  opinions  will  be  persuaded  to 
undergo  surgery  they  would  otherwise  have  foregone. 
The  critical  question  is  whether  the  decrease  in 
surgeries  among  patients  receiving  non-confirming 
second  opinions  outweighs  any  increase  among  those 
receiving  confirming  opinions.  This  study  will  also  fill 
the  gap  in  the  literature  on  the  frequency  of  patient 
compliance  with  surgical  recommendations. 

Second,  some  patients  might  have  obtained  second 
opinions  and  made  the  same  decisions  concerning 
surgery  even  if  the  program  had  not  existed.  Previous 
studies  have  not  accounted  for  this  phenomenon  and 
thus  may  have  overestimated  the  cost-effectiveness  of 
second  opinion  programs. 

An  analysis  of  surgical  decision-making  by  program 
participants  is  now  available.  The  final  report,  due  in 
September  1983,  will  analyze  program  administration, 
the  effects  on  surgery  rates,  cost-effectiveness,  and 
health  outcomes. 

D.  Criteria  for  Medical  Practices 

The  burgeoning  inventory  and  frequency  of  medical 
procedures,  therapies,  and  advanced  technological  treat- 
ments requires  a  better  understanding  of  their 
appropriate  use.  Until  this  is  achieved,  terms  such  as 
"unnecessary  surgery"  will  remain  subject  to  challenge. 
ORD  is  involved  in  several  studies  to  identify  and 
improve  the  criteria,  standards,  and  methodologies  used 
to  assss  the  need  for  care. 

1.  Intensive  Care  Outcome 

The  number  of  intensive  care  units  and  intensive  care 
beds  in  U.S.  hospitals  has  increased  dramatically  since 
the  early  1960s,  to  the  point  that  nearly  every  hospital 
with  more  than  200  beds  now  has  an  intensive  care  unit 
(ICU).  The  number  of  ICU  beds  still  continues  to 
increase  by  approximately  4  percent  per  year,  while  the 
number  of  general,  short-term,  acute  care  hospital  beds 
remains  stable.  Approximately  5  percent  of  all  acute 
care  beds  are  in  ICUs  for  medical,  surgical,  coronary,  or 
some  combination  of  these  kinds  of  intensive  care. 
Since  previous  studies  have  shown  that  the  estimated 
cost  of  operating  an  ICU  bed  is  approximately  three 
times  that  of  a  general  acute  bed,  ICU  costs  may  be 
approaching  15  percent  of  all  short-term,  acute  care 
hospital  costs. 

Although  these  higher  costs  represent  concentrated 
use  of  skilled  personnel,  expensive  technology,  and  an- 
cillary services,  previous  research  has  not  shown  a 
measurable  difference  between  ICU  care  and  general 
hospital  care  on  morbidity  or  length  of  stay  for  patients 
with  certain  diagnoses.  This  has  emphasized  the  un- 
certainties about  the  appropriateness  and  cost-effective- 
ness of  ICU  care. 


In  September  1978,  ORD  awarded  George 
Washington  University  a  grant  to  conduct  a  three-year 
study  of  the  utilization  of  services  and  outcomes  from 
intensive  care.  The  key  effort  for  the  project  has  been 
the  development  and  refinement  of  a  measure  of 
severity  of  illness  of  ICU  patients  that  attempts  to 
determine  physiologic  severity  more  accurately  than 
other  previous  classification  methods,  such  as 
diagnosis.  This  measure,  the  Acute  Physiology  and 
Chronic  Health  Evaluation  (APACHE)  score,  is  now 
being  used  to  determine  the  severity  of  illness  of  all 
patients  admitted  to  the  medical-surgical  ICU  at  the 
George  Washington  Hospital  in  Washington,  D.C. 
Simultaneously,  the  Therapeutic  Intervention  Scoring 
System  (TISS),  developed  previously  at  the 
Massachusetts  General  Hospital,  measures  the 
consumption  of  ICU  services  by  each  patient.  In 
addition,  cost,  charge,  staffing,  and  ancillary  services 
data  will  be  used  to  develop  an  adjusted  cost  per  ICU 
patient  day.  The  project  has  collected  data  on 
approximately  1,500  of  the  projected  total  of  2,000  ICU 
admissions  to  be  analyzed. 

Preliminary  results  have  shown  that  therapeutic  out- 
come, as  measured  by  TISS,  is  highly  correlated  with 
patient  outcome  when  controlled  for  severity,  as 
measured  by  the  APACHE  scale.  According  to  the 
project,  this  represents  the  first  time  a  study  has  been 
able  to  show  that  outcome  can  be  positively  correlated 
with  therapy  in  an  ICU  when  measurable  severity  is 
taken  into  account. 

Another  significant  finding  has  been  the  clear  delinea- 
tion of  two  kinds  of  patients  in  the  ICU.  Almost  half  are 
there  for  monitoring  purposes,  and  only  14  percent  of 
these  receive  intensive  intervention  services.  Efforts  to 
identify  specific  categories  of  patients  who  generally  do 
not  require  ICU  services  are  continuing. 

If  found  valid  and  reproducible,  the  APACHE  scale 
should  have  great  potential  for  exploring  questions  of 
high  technology,  high  cost,  and  appropriateness  of  in- 
tensive medical  care. 

2.  Pediatric  Protocol  Charts 

Concerns  have  been  raised  at  various  times  over  the 
quality  and  appropriateness  of  publicly  funded  health 
care  in  the  emergency  rooms  and  outpatient  clinics  of 
hospitals  in  New  York  and  other  large  U.S.  cities.  The 
Fund  for  the  City  of  New  York  (FCNY)  conducted  a 
study  in  1978  which  documented  inappropriate 
practices  in  ambulatory  care  provided  by  both  public 
and  private  hospitals  in  New  York  City.  Suggested 
reasons  for  these  findings  include  a  large  number  of 
facilities'  physicians  who  were  "moonlighting,"  a 
different  physician  seeing  the  same  patient  on  each 
visit,  and,  particularly,  the  poor  documentation  of  care. 

ORD  awarded  FCNY  a  two-year  grant  to  develop  and 
test  the  use  of  disease-specific  pediatric  protocols  in 
the  ambulatory  services  of  selected  hospitals  of  the  New 
York  City  Health  and  Hospitals  Corporation,  the  quasi- 
public  agency  operating  New  York's  public  hospitals 
and  clinics.  These  protocols,  developed  with  the  help  of 
expert  medical  consultants,  specified  appropriate 
diagnostic  criteria,  treatment,  and  follow-up  for  specific 
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health  problems.  They  were  used  as  a  part  of  the 
medical  record  (in  place  of  the  usual  sheets  which  have 
no  format)  for  problem-specific  history,  physical 
examination,  and  orders  for  diagnostic  tests,  therapy, 
and  follow-up.  In  this  way,  physicians  and  other  health 
professionals  were  provided  with  guidelines  describing 
the  elements  of  adequate  diagnostic  and  therapeutic 
care  for  such  pediatric  problems  as  upper  respiratory 
infection  and  asthma,  vomiting/diarrhea  and  acute 
abdominal  pain,  and  seizures. 

Project  results  include  a  comparative  analysis  of  com- 
pliance with  minimum  record  documentation  and  care 
criteria  between  standard  charting  and  the  protocol 
charts. 

3.  Coronary  Artery  Disease  Data  Bank 

Decisions  about  whether  to  carry  out  surgery  for 
particular  medical  problems  have  traditionally  been 
based  on  the  individual  judgment  of  qualified 
physicians.  Because  of  the  extent  of  human  morbidity, 
disability,  and  mortality,  as  well  as  the  extensiveness  of 
health  resources  used  in  its  treatment,  coronary  artery 
disease  is  of  particular  significance  in  this  regard.  Over 
one  billion  dollars  may  be  spent  annually  on  the 
coronary  by-pass  operation  for  selected  patients  with 
coronary  artery  disease.  However,  medical  judgments 
on  which  patients  require  surgery  and  how  it  would 
affect  their  survival  and  quality  of  life  are  based 
substantially  on  a  subjective  estimation  of  probabilities, 
often  with  little  concrete  evidence  to  support  such  an 
estimate  for  an  individual  patient. 

In  March  1980,  the  Harvard  School  of  Public  Health 
received  a  two-year  grant  to  develop  a  data  bank  on 
coronary  artery  disease  patients  who  undergo  cardiac 
catheterization  at  the  Peter  Bent  Brigham  Hospital  in 
Boston  to  determine  the  location  and  extent  of  coronary 
artery  blockages  and  the  suitability  of  by-pass  surgery. 
The  project  tests  the  use  of  statistical  methods  to 
predict  probable  outcomes  of  surgical  versus  medical 
approaches  to  care  of  patients  based  on  individual 
clinical  and  demographic  parameters.  In  addition,  the 
project  tests  the  impact  on  physician  decision-making 


resulting  from  the  use  of  the  data  and  the  statistical 
methodologies. 

4.  Medical  Education 

In  addition  to  the  challenge  of  clinical  practice,  phy- 
sicians today  are  increasingly  involved  in  peer  review 
and  malpractice  issues.  However,  few  medical  school 
curricula  or  continuing  education  programs  address 
these  areas.  HCFA  has  sponsored  curriculum 
development  through  two  grants. 

The  University  of  Michigan  received  a  two-year  grant 
in  August  1978  to  develop  an  educational  program  to 
improve  physician  understanding  of  legal  medicine  and 
medical  jurisprudence.  This  initiative  was  based  on  the 
premise  that  awareness  of  factors  contributing  to 
malpractice  claims  would  help  physicians  to  avoid  such 
actions  and  the  accompanying  large  costs  to  the  health 
care  industry. 

Few  medical  schools  currently  stress  medical  legal 
technology  in  their  educational  curricula.  With  input 
from  the  Michigan  Medical  Schools  Council  of  Deans, 
the  project's  investigators  developed  a  medical-legal 
curriculum  for  continuing  education,  supporting 
materials  for  this  curriculum,  and  field-testing  and 
validation  criteria.  The  curriculum  has  been  accepted 
for  physician  continuing  education  in  Michigan  and  is 
being  reviewed  by  the  medical  associations  and  medical 
colleges  in  other  States  for  possible  inclusion  in 
continuing  education  and  undergraduate  programs.  A 
number  of  insurance  companies  are  interested  in  using 
the  curriculum  with  the  intention  of  offering  discounts 
to  physicians  who  complete  the  course. 

HCFA  awarded  a  grant  to  the  American  Association 
of  Medical  Colleges  (AAMC)  in  1978  to  develop  a 
medical  school  primer  on  quality  assurance  and  cost 
containment.  The  primer  will  provide  faculty  and 
students  with  an  overview  of  the  concepts  and 
resources  necessary  to  implement  comprehensive 
quality  assurance  and  cost  containment  initiatives.  Two 
volumes  have  been  developed  and  are  undergoing  final 
review.  One  is  a  resource  text  for  faculty;  the  other  is 
directed  toward  medical  studies  and  residents. 
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CHAPTER  VIM 


Beneficiary  Studies  and 
Statistical  Activities 


A.  Introduction 

HCFA  conducts  a  comprehensive  program  of 
research  and  reporting  that  focuses  on  the  impact  of  the 
Medicare  and  Medicaid  programs  on  the  beneficiaries. 
These  activities  provide  information  with  which  to 
assess  the  effects  of  HCFA  programs  on  the  financial 
burden  of  medical  care,  on  access  to  health  care 
services,  and  on  whether  beneficiaries  receive  high 
quality,  cost-effective  services. 

To  address  these  complex  questions  about  program 
impact  and  to  provide  information  for  public  account- 
ability, HCFA  undertakes  long-range  projects  to  develop 
data  bases  and  statistical  systems.  The  central 
administration  of  the  Medicare  program  facilitated  the 
development  of  an  ongoing  statistical  system.  When 
Medicare  became  operational  in  1966,  a  system 
specifically  designed  to  provide  a  broad  basis  of 
beneficiary  information  was  already  in  place  and  ready 
to  begin  collecting  information.  The  Medicare  Statistical 
System  has  been  in  continual  operation  for  15  years, 
providing  information  about  the  entire  population 
enrolled,  about  the  providers  of  services,  and  about  the 
use  and  costs  of  program  benefits  throughout  the 
nation.  The  data  in  the  system  are  based  upon 
utilization  and  charge  information  in  the  claims 
submitted  for  payment  and  upon  ongoing  files 
maintained  to  collect  information  about  the 
characteristics  of  the  enrolled  population  and  about  the 
providers  of  services. 

The  Medicare  Statistical  System  has  generated  a  wide 
variety  of  statistical  reports  and  analytical  studies.  Many 
of  these  reports  are  produced  on  a  recurring  basis  for 
use  in  the  administration  of  the  program  and  for  reports 
to  Congress,  governmental  agencies,  and  the  public. 
Other  reports  provide  information  on  special  areas  of 
interest. 

In  contrast  to  the  central  administration  of  the 
Medicare  program  at  the  Federal  level— which  has 
permitted  the  development  of  uniform,  national  data— 
the  State  administration  of  Medicaid  has  resulted  in  54 
different  data  systems  to  meet  each  State's  individual 
needs.  Adoption  of  the  Medicaid  Management 
Information  System  (MMIS)  by  28  States  has  alleviated 
some  of  the  problems  in  collecting  comparable,  quality 
data  on  the  Medicaid  program;  however,  there  is  still  a 
need  to  coordinate  this  information  at  the  Federal  level 
for  a  wide  audience.  One  of  ORD's  major  efforts  since 
the  establishment  of  HCFA  has  been  the  development 
of  a  National  Medicaid  Statistical  System,  consisting  of 
person-level  claims  and  eligiblity  data.  As  the  Medicare 
Statistical  System  has  enabled  ORD  researchers  to 
conduct  numerous  analytical  studies,  so  the  new 
Medicaid  Statistical  System  is  expected  to  provide  the 
basis  for  in-depth  investigations  of  medical  assistance 
programs. 


In  addition  to  focusing  attention  on  Medicare  and 
Medicaid  program  and  beneficiary  statistics,  ORD  also 
produces  reports  dealing  with  the  private  health 
insurance  industry  and  national  health  expenditures. 
Data  from  ORD's  private  health  insurance  survey  are 
used  to  adjust  the  Consumer  Price  Index  several  times 
each  year,  while  health  planners  use  health 
expenditures  data  to  determine  the  amount  of  resources 
needed  in  their  communities. 

Taken  together,  ORD  statistical  reporting,  program 
analyses,  and  data  development  activities  provide  cross- 
sectional  and  longitudinal  information  about  the 
dynamics  of  the  health  care  system.  Much  of  this  work 
is  intramural,  with  staff  designing  and  preparing 
statistical  reports,  developing  new  data,  and  engaging 
in  program  analysis.  Thus  the  studies  which  are  done 
extramurally  are  described  in  the  section  on  extramural 
studies;  virtually  all  of  the  other  sections  represent  work 
done  within  ORD. 

B.  Statistical  Reports 

Program  statistics  are  published  in  two  series.  The 
Health  Care  Financing  Notes  provide  annual  estimates 
of  the  number  and  distribution  of  beneficiaries  enrolled 
in  the  Medicare  program,  the  use  of  Medicare  benefits 
and  the  amounts  paid  by  the  program,  and  the  number 
and  distribution  of  certified  providers  of  services.  The 
Notes  appear  approximately  12  to  18  months  prior  to 
the  Health  Care  Financing  Program  Statistics  report  on 
the  same  subject. 

The  Program  Statistics  series  usually  employs  data 
obtained  at  a  later  point  in  the  bill  processing  cycle, 
thereby  permitting  the  use  of  more  complete  data  than 
those  used  to  derive  the  estimates  in  the  Notes.  The 
Program  Statistics  present  tabulation  in  greater  detail 
than  the  Notes.  Beneficiary  utilization  and 
reimbursement  data  are  presented  in  terms  of 
demographic  and  geographic  characteristics.  The 
Program  Statistics  examine  and  discuss  the 
administrative  and  policy  implications  of  the  data. 

1.  Medicare  Data 

•  Enrollment.  HCFA  analyzes  and  publishes  data  on 
the  number  of  Medicare  aged  and  disabled  bene- 
ficiaries by  residence,  age,  race,  sex,  and  coverage 
under  Medicare  hospital  insurance  (HI), 
supplementary  medical  insurance  (SMI),  or  both 
annually.  The  population  also  includes  persons 
eligible  because  of  end-stage  renal  disease. 

•  Characteristics  of  Participating  Providers.  Using  the 
Medicare  provider-of-service  files,  ORD  triennially 
develops,  analyzes,  and  publishes  detailed  data  on 
the  number,  types,  characteristics,  and  geographic 
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distribution  of  hospitals,  skilled  nursing  facilities, 
home  health  agencies,  and  independent 
laboratories  participating  in  the  Medicare  program. 

•  State  and  County  Reimbursement.  This  report  con- 
tains annual  data  at  the  county  level  within  States 
on  all  Medicare  benefit  payments  under  HI  and  SMI 
for  aged,  disabled  and  end-stage  renal  disease  bene- 
ficiaries. Reports  have  been  published  for  the  years 
1966  through  1977. 

•  Person  Summary  Statistics.  ORD  annually 
publishes  a  summary  of  the  Medicare  HI  and  SMI 
program  benefits  on  a  persons-served  basis. 
Tabulations  show  persons  using  reimbursed 
services  and  the  amounts  paid  under  the  programs 
by  type  of  benefit  and  age,  race,  sex,  and  State  of 
residence.  The  report  for  1973  and  1974  has  been 
published  and  includes,  for  the  first  time,  data  on 
disabled  persons  using  reimbursed  services  and 
amounts  paid  under  HI  and  SMI  in  the  various 
categories. 

•  Utilization  of  Home  Health  Services.  These  reports 
include  data  on  Medicare  benefit  payments  for 
home  health  services  under  HI  and  SMI.  The  data 
show  the  demographic  characteristics  and 
geographical  location  of  persons  served,  in  addition 
to  utilization  according  to  type  of  agency  and 
services. 

•  Utilization  of  Short-Stay  Hospital  Services.  The 
Health  Care  Financing  Notes  present  summary 
utilization  and  reimbursement  data  for  short-stay 
hospital  services  used  by  aged  and  disabled 
Medicare  beneficiaries.  The  Program  Statistics 
provide  detailed  figures  on  the  number  and  rate  of 
discharges  and  days  of  care,  average  length  of  stay, 
hospital  charges,  amounts  reimbursed  under  the 
Medicare  program,  and  the  number  of  persons  with 
multiple  hospital  stays  during  the  year.  Selected 
utilization  measures  and  reimbursement  data  are 
shown  by  age,  race,  sex,  and  residence  of  Medicare 
beneficiaries,  and  by  provider  characteristics  such 
as  type  of  control,  bed  size  and  accreditation. 

A  monograph  on  the  use  of  short-stay  hospital 
services  by  the  aged  covering  the  period  from  1967 
to  1976  has  been  published  and  is  discussed  later  in 
the  section  on  program  analysis. 

•  Hospital  Outpatient  Services.  Medicare  reimburse- 
ments for  outpatient  services  to  the  aged  have  in- 
creased more  than  any  other  benefits  provided  by 
the  program.  Hospital  outpatient  services  constitute 
the  largest  component  of  the  outpatient  benefit, 
which  also  covers  services  furnished  by  physician- 
directed  health  centers  and  rural  health  clinics.  The 
1975  reports  present  the  first  detailed  examination 
of  the  use  of  hospital  outpatient  services,  with 
separate  reports  on  the  aged  and  the  disabled. 

The  reports  examine  differences  between  non- 
whites  and  whites  in  the  use  of  hospital  outpatient 
services.  These  differences  are  placed  in  the 
broader  context  of  differing  patterns  of  using 
ambulatory  medical  care  services.  Notes  on  the  use 
of  hospital  outpatient  services  in  1977  and  1978  are 
also  available. 


•  Utilization  of  Long-Stay  Hospital  Services.  Long- 
stay  hospitals  include  tuberculosis  and  psychiatric 
hospitals.  The  first  estimates  on  the  use  of  long- 
term  care  services  by  Medicare  beneficiaries  were 
published  in  the  1977  Note.  The  data  include  the 
number  of  discharges  from  long-stay  hjospitals  in 
1977,  the  covered  days  of  care  used,  and  the 
amounts  reimbursed  by  the  program.  This  Note 
includes  trend  data  covering  the  period  from  1969 
to  1977. 

•  Skilled  Nursing  Facility  (SNF)  Services.  (The  SNF 
benefit  is  intended  to  provide  a  less  costly 
alternative  to  inpatient  hospital  care  for  those 
patients  who  still  require  inpatient  skilled  nursing 
care  but  not  the  intensity  of  medical  services 
provided  in  a  hospital.  The  1976-77  Note  presents 
estimates  of  covered  discharges,  covered  days  of 
care,  covered  charges,  and  the  amounts  reimbursed 
on  behalf  of  aged  and  disabled  beneficiaries. 

2.  Data  Book  on  the  Medicare  and  Medicaid 
Programs 

Summary  reports  on  the  Medicaid  program  have  been 
published  since  1978.  The  1981  report,  however,  has 
been  expanded  to  include  Medicare  data  and  has  been 
significantly  reorganized.  The  purpose  of  the  report  is 
to  1)  provide  an  overview  of  the  Medicare  and  Medicaid 
programs,  2)  provide  summary  statistics  on  the  services 
provided  and  the  recipients/beneficiaries,  and  3)  give 
information  on  where  to  obtain  more  detailed  data.  This 
report  was  published  in  April  1982. 

3.  Health  Care  Financing  Data 

•  National  Health  Expenditures.  This  annual  report 
documents  the  dollar  volume  of  national 
expenditures  for  health  care.  Estimates  are  based 
on  available  expenditure  data  from  the  perspective 
of  both  providers  and  users  of  health  care  services 
and  supplies.'  The  focus  is  on  the  types  of  services 
utilized  and  the  methods  used  to  finance  them.  The 
report  examines  trends  in  expenditures  and 
financing.  Compilations  of  data  since  1929  are 
published  periodically  in  more  detail  than  the 
annual  reports  in  the  Compendium  of  National 
Health  Expenditure  Estimates. 

•  Private  Health  Insurance  Plans.  Private  health 
insurance  plays  a  major  role  in  financing  health 
care  in  the  United  States.  The  Health  Care 
Financing  Review  annually  publishes  data  on 
private  insurance.  These  data  include  estimates  of 
the  net  number  of  persons  under  age  65  and  age  65 
and  over  covered  by  private  insurers  for  specified 
types  of  health  care.  The  article  evaluates  the 
market  shares  of  the  various  types  of  private  health 
insurers  with  respect  to  total  numbers  of  persons 
insured,  types  of  health  care  costs  covered, 


'Gibson,  Robert  and  Daniel  Waldo,  "National  Health 
Expenditures,  1980,"  Health  Care  Financing  Review.  Volume  3, 
No.  1,  September  1981.  pp.  1-54. 
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premium  income,  benefit  expenditures,  and 
operating  expense.  It  also  analyzes  trends  in 
consumer  net  cost  (the  difference  between 
premiums  and  benefits)  and  in  the  proportion  of 
consumer  health  care  expenditures  met  by  private 
insurance. 

This  report  also  examines  premium  and  claim 
growth  rates  for  the  industry. 

ORD  also  prepared  current  quarterly  estimates  of 
the  business  of  Blue  Cross  and  Blue  Shield  plans, 
insurance  companies  (for  their  health  insurance 
business),  and  independent  health  plans.  The 
estimates  fo-^us  on  premiums  earned,  claims 
incurred,  and  operating  expenses.  These  estimates, 
as  well  as  the  net  cost  of  insurance,  are  noted  in  the 
quarterly  estimates  of  national  health  expenditures; 
they  are  used  by  the  Bureau  of  Labor  Statistics  to 
develop  the  medical  care  component  of  the 
Consumer  Price  Index  and  by  the  Bureau  of 
Economic  Analysis  in  its  current  quarterly  estimates 
of  personal  consumption  expenditures. 

4.  Hospital  Utilization  Rates  for  Medicare 
Beneficiaries  Age  65  and  Older  by  Health  Service 
Area,  1974  to  1977 

This  report  analyzes  the  use  of  short-stay  hospitals 
within  health  service  areas  (HSAs)  by  Medicare 
beneficiaries  age  65  and  older.  The  report  is  a  follow-up 
to  the  PSRO  hospital  use  analyses.  The  data,  derived 
from  the  Medicare  Statistical  System  from  claims 
submitted  by  short-stay  hospitals,  present  rates  of 
hospital  use  based  on  the  population  at  risk  in  a  defined 
area.  The  report  also  presents  a  methodology  for 
estimating  the  population  at  risk  and  adjusts  for  patient 
movement  among  HSAs. 

During  the  period  1974  to  1977,  discharge  rates  for 
Medicare  enrollees  increased  in  every  HSA,  while  the 
average  length  of  stay  (ALOS)  declined  nationally  and 
in  over  90  percent  of  the  HSAs.  The  data  indicate  that 
ALOS  decreased  more  in  areas  where  it  was  initilly  low 
than  in  areas  where  it  was  higher.  As  a  result  of  these 
opposing  trends,  the  days-of-care  rate  changed  very 
little  over  this  period.  Furthermore,  the  relative  rankings 
of  the  regions  of  the  rate  for  days  of  care  remained 
constant.  Extremes  in  ALOS  are  reflected  in  the  days- 
of-care  rate;  analysis  of  HSAs  with  the  highest  and 
lowest  rates  indicates  that  most  of  these  areas  had 
extreme  high  or  low  ALOS  in  most  cases. 

The  data  indicate  large  variations  in  hospital  use  in 
HSAs  and  suggest  that  factors  within  the  area  are  also 
critical  determinants  of  hospital  use.  ORD  examined 
area  characteristics  expected  to  bear  some  relation  to 
hospital  use  as  possible  contributors  to  variations  in 
measures  of  hospital  use.  Significant  relationships 
between  several  of  these  variables,  including  supply  of 
physicians  and  hospital  beds,  indicate  that  factors  other 
than  physician  and  hospital  behavior  influence  the 
levels  of  hospital  use.  These  results  suggest  that  HSAs 
greatly  above  or  below  utilization  norms  should  look  to 
variations  in  supply  variables,  as  well  as  physician 
practice  patterns,  for  explanation. 


This  is  an  ongoing  data  activity;  ORD  publishes 
periodic  monographs  reporting  recent  findings. 


C.  Beneficiary  Data  Base  Development 

1.  National  Medical  Care  Utilization  and 
Expenditure  Survey 

The  National  Medical  Care  Utilization  and 
Expenditure  Survey  (NMCUES)  is  jointly  administered 
by  HCFA  and  the  National  Center  for  Health  Statistics. 
The  1980  survey  will  provide  a  detailed  source  of 
person-based  data  on  the  patterns  of  use  and  the  costs 
and  sources  of  payment  for  health  care  services  used  by 
Medicare  and  Medicaid  beneficiaries,  as  well  as  all  other 
non-institutionalized  persons  not  covered  by  Medicare 
or  Medicaid.  Data  on  the  patterns  of  medical  service 
usage  and  costs  for  persons  in  long-term  care 
institutions  will  be  collected  in  the  Survey  of  individuals 
in  Institutions  (Sll).  The  Sll  is  currently  being 
developed;  it  will  be  implemented  in  1984. 

NMCUES  consists  of  five  interviews  spaced  at  12 
week  intervals  with  a  national  probability  sample  of 
6,000  households  and  four  separate  State  Medicaid 
family  surveys  (California,  Texas,  Michigan,  and  New 
York)  with  1 ,000  families  each.  The  survey  collects  data 
on  the  type  and  source  of  health  care  services  used, 
charges,  sources  of  payment,  sociodemographic 
characteristics  of  persons  and  their  economic 
resources,  health  status,  functional  status,  barriers  to 
care,  disabilities,  and  limitations  of  activities. 

After  the  interviewing  phase  of  the  project,  the 
Administrative  Records  Survey  linked  survey  data  with 
Medicare  and  Medicaid  beneficiaries'  claims  and 
eligibility  data  acquired  through  the  administrative 
system.  Analysis  of  this  information  will  help  determine 
strategies  for  future  data  collections. 

The  first  analyses  based  on  the  survey  data, 
scheduled  for  1982,  will  focus  on  the  utilization  and 
expenditure  experience  of  the  Medicare,  Medicaid,  and 
near  poor  populations,  according  to  detailed 
sociodemographic  information.  They  also  examine  the 
degree  to  which  Medicare,  Medicaid,  and  other  insurers 
cover  the  cost  of  health  care  services  for  HCFA  program 
beneficiaries  relative  to  other  population  groups.  This 
research  should  also  identify  areas  of  unmet  health  care 
needs  among  specific  groups  in  the  population,  provide 
data  for  the  construction  of  various  behavioral  models, 
and  suggest  administrative,  policy,  and  legislative 
initiatives. 

2.  Continuous  Medicare  History  Sample 

ORD  has  implemented  a  new  Medicare  data  base,  the 
Continuous  Medicare  History  Sample  (CMHS),  that  has 
capabilities  beyond  existing  Medicare  data  systems. 
Data  bases  currently  in  operation  generally  relate  to  a 
single  Medicare  benefit,  such  as  short-stay  hospitals  or 
home  health  care,  for  a  single  year. 

The  new  CMHS  provides  a  longitudinal  data  base  to 
study  the  use  of  all  Medicare  benefits  by  using  a  5 
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percent  sample  of  Medicare  beneficiaries.  The  system 
links  records  of  every  Medicare  service  used  by  each 
beneficiary  included  in  the  file.  Services  received  since 
1974  are  included.  As  new  beneficiaries  come  into  the 
program,  a  proportionate  number  will  be  included  in  the 
CMHS.  Beneficiaries  already  in  the  sample  remain  in 
the  file  each  year,  enabling  their  experience  to  be  traced 
through  time. 

For  services  under  the  Hospital  Insurance  program 
(Part  A),  utilization  data  include  dates  of  admission  and 
discharge  from  hospitals  and  skilled  nursing  facilities, 
diagnoses,  procedures,  and  charges.  Data  from  the 
Supplementary  Medical  Insurance  Program  (Part  B)  are 
now  limited  to  type  of  service  received  and 
reimbursement  made,  but  they  will  later  include  number 
and  site  of  services.  Among  the  new  avenues  of 
research  made  possible  by  the  CMHS  are  longitudinal 
studies  of  benefit  utilization  and  non-utilization  and 
studies  to  analyze  effects  of  hypothetical  changes  in  the 
benefit  structure  or  cost-sharing  requirement. 

At  present,  three  studies  are  planned.  The  first,  to  be 
completed  in  1982,  examines  benefit  utilization  and 
non-utilization  for  a  cohort  of  beneficiaries  who  entered 
the  Medicare  progra^n  in  1974.  The  second  study 
examines  total  benefit  costs  for  selected  diagnoses.  The 
third  examines  the  cost  of  illness  in  the  last  years  of  life. 
Preliminary  findings  for  the  second  and  third  studies  are 
now  available. 

The  third  study  compares  the  cost  and  use  of  covered 
services  by  decedents  and  survivors  in  the  study  period. 
By  separating  decedents'  use  from  total  use,  the  study 
will  be  able  to  determine  the  degree  to  which  the 
increases  in  use  with  advancing  age  are  related  to 
increased  mortality.  Preliminary  findings  from  this 
analysis  show  that  those  Medicare  enrollees  who  died  in 
1976  (6.4  percent  of  all  enrollees)  incurred  31  percent  of 
Medicare  reimbursements  and  that  decedents  were 
particularly  heavy  users  of  institutional  services. 

3.  Medicare  Provider  Analysis  and  Review 

The  second  edition  of  the  Medicare  Provider  Analysis 
and  Review  (MEDPAR-2)  provides  information  about 
the  use  of  short-stay  hospital  services  by  Medicare 
beneficiaries  on  hospital  and  area-wide  levels. 
MEDPAR-2  is  a  revision  of  MEDPAR-1,  which  was 
primarily  intended  for  use  by  Professional  Standards 
Review  Organizations  (PSROs).  MEDPAR-2  has  been 
designed  for  use  by  both  PSROs  and  by  health  systems 
agencies  (HSAs). 

The  MEDPAR  sample  data  cover  several  variables 
associated  with  hospital  stays  of  Medicare  patients  age 
65  and  over.  These  variables  include  discharge  status 
(alive  or  dead),  surgical  status  (with  or  without  surgery), 
selected  primary  discharge  diagnoses,  selected  surgical 
procedures,  patients'  age,  sex,  and  race,  and  the  day  of 
discharge.  Tables  also  show  the  distribution  of 
discharges  by  length-of-stay  intervals,  hospital 
characteristics,  hospital  charges,  and  the  proportion  of 
discharges  and  days-of-care  utilization  by  long-stay 
cases. 

The  21  MEDPAR  tables  display  different  aspects  of 


Medicare  usage.  When  arrayed  by  hospitals  within  areas, 
each  table  focuses  on  specific  variables  to  provide 
hospital  and  area-wide  profiles  of  patient  mix  and 
utilization.  The  hospital-level  profiles  can  help  identify 
particular  hospitals  with  patient  mixes  or  patterns  of  use 
that  differ  substantially  from  other  hospitals  in  the  area. 
Similarly,  the  area  profiles  can  be  compared  with 
regional  and  national  data.  MEDPAR-2  reports  are 
available  by  PSRO  and  HSA  area  for  1974  through  1977. 
MEDPAR  tables  for  1979  are  being  developed. 

4.  Health  Planning  Data  from  Medicare  Statistical 
Systems 

in  resonse  to  the  creation  of  a  national  network  of 
HSAs  by  the  1974  Health  Planning  and  Resources 
Development  Act,  HCFA  has  developed  data  from  the 
Medicare  Statistical  System  to  meet  the  needs  of  health 
planners.  Medicare  data  have  a  number  of  inherent 
advantages  for  planning,  including  national  coverage, 
low  cost  (compared  to  special  surveys),  production  on  a 
continuing  basis,  availability  of  data  on  the  population 
at  risk,  and  a  sample  size  large  enough  for  meaningful 
estimates  at  the  health  service  area  level.  There  are  four 
data  packages  available  to  HSAs  on  the  local  level. 

•  Enrollment  data  provide  information  on  the  number 
and  characteristics  of  Medicare  beneficiaries  and 
may  be  used  to  estimate  the  total  population,  age 
65  and  over,  residing  in  that  area.  The  data  also 
provide  the  denominator  for  calculation  of 
utilization  rate. 

•  The  MEDPAR  reports  give  hospital  and  health 
service  area  level  profiles  of  hospital  use  and  can  be 
used  to  identify  hospitals  or  areas  with  patterns  of 
utilization  different  from  others. 

•  Data  on  hospital  utilization  rates  can  be  used  to 
study  both  cross-sectional  and  longitudinal 
patterns  of  health  services  use. 

•  Patient  flow  data,  a  package  designed  especially  for 
planners,  provide  information  on  the  origin  of 
patients  served  by  hospitals  in  a  health  service  area 
(patient  origin  data)  and  on  sites  at  which  residents 
of  a  health  service  area  receive  care  (patient 
destination  data).  These  data  can  be  used  to  help 
define  boundaries  for  hospital  service  areas  and  to 
estimate  the  effect  of  changes  in  hospital  supply  in 
one  area  on  hospital  use  in  other  areas.  Patient 
destination  data  are  available  on  the  health  service 
area  level,  and  patient  origin  data  are  available  on 
the  health  service  area,  hospital/county,  and,  in 
some  cases,  hospital/zip  code  levels.  ORD  is 
currently  developing  patient  destination  data  at  the 
hospital/county  level. 

New  developments  in  health  planning  data  will 
include  Medicare  reimbursement  data  by  health  service 
area,  a  "User's  Guide"  to  Medicare  data  for  health 
planning,  and  increased  dissemination  of  information 
about  Medicare  data  and  its  uses  in  planning.  In 
addition,  ORD  funded  a  study  to  compare  Medicare 
patient  origin  and  destination  data  with  similar  data  on 
the  entire  population  in  six  areas.  The  study,  completed 
in  November  1980,  provides  information  on  the  extent  to 
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which  Medicare  patient  flow  patterns  represent  patterns 
of  the  entire  population. 

5.  National  Medicaid  Data  Base 

The  need  for  comprehensive  Federal  Medicaid 
statistics  is  becoming  more  apparent.  Cost  estimates, 
actuarial  forecasting,  and  program  statistics  have  been 
more  fully  developed  for  Medicare  than  for  Medicaid, 
while  Medicaid  remains  largely  a  State  system. 
Medicaid  data  must  be  improved  to  support  budgetary 
planning  activities,  program  management,  staff  analysis, 
and  evaluation  functions.  Detailed  answers  are  needed 
for  three  basic  questions:  Who  does  and  who  does  not 
receive  Medicaid  benefits?  How  much  of  various  types 
of  Medicaid-financed  services  is  used?  How  much  do 
Medicaid  services  cost  the  government?  Extant 
aggregate  Medicaid  statistics  cannot  address  these 
questions  adequately.  It  is  therefore  necessary  to 
construct  a  national  Medicaid  (non-aggregate)  data 
base  composed  of  person-level  data.  ORD  has  designed 
two  major  projects  to  accomplish  this  objective.  One 
will  use  data  from  the  Medicaid  Quality  Control  System 
(MQCS),  and  the  other  will  obtain  data  from  the  State's 
own  data  system  or  MMIS  files. 

In  the  first  project,  MQCS  data  are  being  gathered  to 
construct  a  National  Medicaid  Data  Base  and  produce 
statistical  reports.  The  MQCS,  operated  by  each  State 
Medicaid  agency  to  monitor  and  improve  administration 
of  the  program,  is  based  on  a  monthly  review  of 
Medicaid  beneficiaries  identified  through  a  statistically 
valid  sample  of  cases  in  the  eligiblity  files. 

The  MQCS  was  chosen  for  the  construction  of  a 
National  Medicaid  Data  Base  because  it  exists  in  every 
State,  it  represents  the  entire  Medicaid  population  in 
each  State,  and  the  data  are  timely.  QRD  is  considering 
putting  the  MQCS  system  on  a  direct  computer  line 
from  the  States  and/or  regional  offices.  The  statistical 
reports  now  being  designed  under  the  present  MQCS 
data  base  would  thus  be  generated  in  a  timely  and 
uniform  manner. 

The  second  project,  which  began  in  early  1981,  will 
extract  person-based  data  on  eligiblity,  utilization,  and 
reimbursement  from  individual  State  Medicaid  data 
systems.  Data  from  these  sytems  are  extremely  useful 
because  they  are  available  at  a  relatively  low  cost 
through  existing  systems,  they  are  included  for  all 
claims  and  all  eligible  individuals,  and  they  are 
comprehensive,  covering  all  types  of  Medicaid  services 
for  all  beneficiary  groups.  The  primary  focus  of  this 
effort  will  be  to  create  uniform  unit  record  files  among 
the  States  so  that  comparable  baseline  statistics  can  be 
produced  across  the  States.  These  baseline  data  will  be 
used  to  generate  population-based  (rate)  data  to 
support  a  variety  of  HCFA's  analytic  and  evaluative 
efforts.  These  data  will  also  be  used  to  enhance 
management  of  the  Medicaid  program  at  both  the  State 
and  Federal  level.  Finally,  the  project  will  provide  long- 
range  recommendations  aimed  at  establishing  a 
uniform  Federal  Medicaid  reporting  system  that 
includes  unitary  claims,  eligiblity  data,  and  provider 
data. 


When  fully  implemented,  new  reporting  forms  will 
provide  information  on  the  number  and  type  of 
providers  participating  in  the  program,  the  number  of 
persons  eligible  for  the  program,  and  the  number  of 
claims  processed.  In  addition,  the  revised  form  will 
improve  the  correspondence  between  the  categories 
used  in  this  and  other  Federal  reporting  systems  in  such 
areas  as  definitions  of  race,  age,  and  provider  type. 

D.  Intramural  Program  Analyses 

1.  Analysis  of  Physician  Services  Under  Medicare 
Parte 

A  major  study  in  progress  analyzes  several  aspects  of 
physician  services  reimbursed  under  Medicare  Part  B. 
The  study  uses  a  new  data  base  generated  from  claims 
processed  by  Medicare  carriers  for  a  5  percent  sample 
of  beneficiaries  throughout  the  nation.  Although  the 
data  set  does  not  include  information  on  specific 
procedures  performed,  it  does  provide  a  greater  depth 
of  information  than  was  previously  available  from  the 
payment  system. 

Two  analyses  from  the  study  have  been  completed. 
The  first  is  "Physicians'  Charges  Under  Medicare: 
Assignment  Rates  and  Beneficiary  Liability,"  Thomas  P. 
Ferry  et  al,  Health  Care  financing  Review.  Winter  1980. 
Findings  indicate  wide  geographic  variations  in  the  rate 
of  assignment  as  well  as  wide  variations  by  specialty  in 
the  rate  of  assignment.  Nearly  70  percent  of  the  users 
have  some  liability  from  unassigned  claims,  and  nearly 
10  percent  have  liability  of  $100  or  more  for  such 
claims. 

The  second  analysis  is  "Factors  Affecting  Differences 
in  Medicare  Reimbursements  for  Physicians'  Services," 
Marian  Gornicl<  et  al.  Health  Care  Financing  Review, 
Spring  1980.  Findings  indicate  that  under  the  present 
Part  B  cost-sharing  and  reimbursement  mechanisms, 
average  reimbursements  per  beneficiary  vary 
significantly  by  geographic  area.  The  highest 
reimbursements  per  beneficiary  in  1975  were  in  the  west 
($170),  followed  by  the  northeast  ($146),  the  south 
($117),  and  the  north  central  region  ($110). 

A  third  analysis  from  the  study  examines  the  medical 
specialty  of  physicians  providing  services  for  Medicare 
beneficiaries.  Preliminary  findings  suggest  that  in  1975, 
492  persons  per  1,000  beneficiaries  received  reimbursed 
physicians'  services  (for  all  specialties  combined), 
ranging  from  a  low  of  10  beneficiaries  reimbursed  per 
1 ,000  for  services  of  chiropractors  to  219  beneficiaries 
per  1,000  for  services  of  general  practitioners. 

These  studies,  for  the  most  part,  present  data  for  1975. 
A  compendium  presenting  four  years  of  data,  1975  to 
1978,  on  various  aspects  of  physicians  services 
reimbursed  under  Medicare  Part  B  is  being  compiled. 
The  compendium  will  be  the  first  comprehensive 
compilation  of  several  years  of  Medicare  Part  B 
physician  data  since  its  inception. 

2.  Use  of  Medicare  Services  by  Persons  Covered 
Under  Both  Medicare  and  Medicaid 

ORD  is  studying  differences  in  both  Part  A  and 
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Part  B  use  of  health  care  services  under  Medicare 
between  persons  entitled  to  Medicare  services  under  a 
State  Medicaid  "buy-in"  agreement  and  others  who 
voluntarily  enroll  in  Part  B.  Persons  enrolled  in  Part  B 
through  buy-in  agreennents  differ  in  demographic  char- 
acteristics. Also,  States  in  the  south  have  a  higher 
proportion  of  Part  B  enrollees  who  are  State  buy-ins. 

It  is  expected  that  State  buy-ins  will  have  different 
utilization  patterns  from  those  who  have  voluntarily  en- 
rolled. The  study  will  also  examine  differences  in  death 
rates  and  physician  assignment  rates  for  these  two 
groups. 

The  data  for  this  study  are  generated  from  the  Con- 
tinuous Medicare  History  Sample  (CMHS)  file,  which 
contains  a  5  percent  sample  of  Medicare  beneficiaries. 

3.  Increasing  Hospital  Discharge  Rates  for  the 
Aged,  1967  to  1977 

Since  the  beginning  of  the  Medicare  program,  short- 
stay  hospital  discharge  rates  have  been  increasing  at  a 
greater  rate  for  persons  age  65  and  over  than  for  the 
rest  of  the  population,  even  after  demographic  changes 
are  taken  into  account.  The  discharge  rate  for  persons 
under  age  65  was  129  per  1,000  population  in  1967  and 
145  per  1 ,000  in  1977.  In  the  same  time  period,  the 
discharge  rate  for  persons  over  65  went  from  259  to  344 
discharges  per  1,000. 

This  study  investigates  some  factors  contributing  to 
this  increase.  When  the  increase  in  the  discharge  rate  is 
broken  down  into  the  user  rate  and  the  multiple  stay 
rate,  about  80  percent  of  the  increase  in  the  discharge 
rate  is  due  to  an  increase  in  the  user  rate,  and  about  17 
percent  is  due  to  an  increase  in  the  multiple  stay  rate.  In 
other  words,  most  of  the  increase  in  the  discharge  rate 
reflects  a  growth  in  the  number  of  persons  using  the 
hospital,  rather  than  a  growth  in  hospital  re-admissions. 

When  the  increase  was  broken  down  by  length-of- 
stay  intervals,  the  rate  of  short  stays  (one  to  three  days) 
increased  57  percent,  while  long  stays  (29  days  and 
over)  actually  fell  23  percent. 

Although  much  attention  has  recently  been  focused 
on  the  possibility  of  excess  surgeries,  surgical  and  non- 
surgical discharges  increased  at  approximately  the 
same  rate  during  the  study  period.  Analyzing  the 
increase  in  discharges  by  surgical  case-mix  showed 
that  vascular  and  cardiac  surgeries  grew  more  than  any 
other  category. 

The  study  shows  that  over  the  life  of  the  Medicare 
program,  a  pattern  of  increased  admissions,  increased 
numbers  of  users  of  hospital  services,  shorter  stays,  and 
greater  intensity  of  services  has  emerged.  This  means 
that  many  of  the  early  goals  of  Medicare  for  better 
access  to  services  and  increased  efficiency  of  hospital 
care  may  have  been  met,  but  it  also  raises  the  question 
of  the  appropriateness  of  hospital  care.  Since  rising 
admissions  show  no  sign  of  ending,  and  admissions 
have  grown  faster  for  the  aged  than  other  age  groups, 
the  next  generation  of  studies  should  focus  on  the 
necessity  and  outcomes  of  the  hospital  care  received  by 
Medicare  beneficiaries. 


4.  Different  Data  Systems,  Different  Conclusions? 
Comparing  Hospital  Use  Data  for  the  Aged  from 
NCHS,  AHA,  and  Medicare 

For  the  past  15  years,  four  major  data  systems  have 
been  collecting  nationwide,  short-stay  data  on  hospital 
use  by  persons  age  65  and  over.  They  are  the  Hospital 
Discharge  Survey  and  the  Health  Interview  Survey  of 
the  National  Center  for  Health  Statistics  (NCHS),  the 
National  Hospital  Panel  Survey  of  the  American 
Hospital  Association  (AHA),  and  the  Medicare 
Statistical  System  of  HCFA.  An  intramural  ORD  study 
compared  data  from  the  systems  to  see  whether 
different  conclusions  on  some  fundamental  measures  of 
hospital  use  could  be  reached  using  different  data 
systems. 

All  four  systems  showed  a  decline  in  ALOS 
nationwide  for  the  aged  from  1967  to  1977.  All  four  also 
showed  a  steady  rise  in  hospital  admissions  in  the  same 
period.  In  recent  years,  AHA  data  showed  a  greater 
growth  rate  in  admissions  than  the  other  sources.  ALOS 
was  consistent  among  the  sources  by  census  region  for 
1972,  1975,  and  1977.  A  comparison  of  admission  rates 
by  census  region  for  the  same  years  found  that  the 
Hospital  Discharge  Survey  showed  a  trend  of  declining 
admission  rates  in  the  south,  while  the  other  sources 
ranked  the  south  highest  on  admission  rates  for  all 
three  years. 

Comparison  of  the  incidence  of  discharges  in 
common  diagnostic  and  surgical  groups  as  reported  by 
the  Hospital  Discharge  Survey  and  Medicare  for  1972 
and  1976  yielded  unexpectedly  close  agreement  for 
most  groups.  This  may  indicate  that  the  effects  of 
uncertainty  and  error  in  medical  reporting  balance  out 
in  large  national  data  systems.  The  sources  did  differ 
markedly  in  the  incidence  of  two  important  surgical 
procedures— arthroplasty  of  the  hip  and  insertion  or 
replacement  of  heart  pacemakers. 

The  study  reveals  the  value  of  comparative  analyses 
of  different  data  systems  for  detecting  problems.  It  also 
points  to  an  obligation  for  the  conscientious  researcher 
to  consult  a  number  of  data  sources  whenever  possible 
before  reporting  the  conclusions  of  a  study. 

5.  The  Use  of  Prescription  Drugs  by  the  Aged, 
1967  to  1977 

Between  1967  and  1977,  the  Current  Medicare  Survey 
collected  data  on  the  use  of  prescription  drugs  by  the 
aged.  Medicare  covers  drugs  used  by  beneficiaries  as 
patients  in  hospitals  and  skilled  nursing  facilities  under 
HI.  It  does  not  cover  prescription  drugs  used  by 
Medicare  beneficiaries  on  an  outpatient  basis. 

This  report  examines  trends  in  the  outpatient  use  of, 
and  charges  for,  prescription  drugs  by  aged 
beneficiaries  between  1967  and  1977.  It  examines 
demographic  differences,  as  well  as  the  economic 
burden  placed  on  aged  persons  by  the  need  for  drugs 
relative  to  other  medical  expenses  and  income.  The 
study  shows  that  drug  expenses  have  consumed  a  fairly 
constant  portion  of  aged  people's  income  during  the 
entire  period.  The  study  was  published  in  1981. 
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6.  Medicare  Beneficiaries:  Trends  in  Hospital 
Mortality,  1967  to  1976 

The  relationship  between  health  care  and  mortality 
can  be  studied  by  linking  mortality  information  from  the 
Medicare  enrollment  files  with  health  care  utilization 
data  in  claims  files.  Files  linking  these  two  kinds  of  data 
have  been  developed,  and  two  initial  studies  are 
underway.  The  first,  examining  patterns  of  in-hospital 
mortality,  is  a  longitudinal  (1967  to  1976)  and  cross- 
sectional  study  of  trends  in  the  percent  of  deaths  of 
Medicare  beneficiaries  occurring  in  hospitals.  It 
attempts  to  determine  the  mortality  trends  in  short-stay 
hospitals,  in  nursing  homes,  and  in  other  locations,  as 
well  as  to  examine  the  social  and  financial  implications 
of  variations  in  the  place  of  death. 

Preliminary  findings  from  the  first  study  show  that  the 
percent  of  deaths  occurring  in  short-stay  hospitals  re- 
mained unchanged  from  1967  to  1976.  They  also  show 
that  the  percent  of  deaths  occurring  in  short-stay 
hospitals  decreases  with  increasing  age. 

The  second  study  is  examining  post-surgical 
mortality.  The  Medicare  beneficiary  mortality 
experience  for  selected  procedures  following  surgery  is 
being  used  to  explore  the  factors  influencing  surgical 
mortality  rates. 

7.  Nationwide  Survey  of  Independent  Prepaid  and 
Self-Insured  Plans 

The  enrollment,  coverage,  and  financial  experience  of 
private  health  insurance  organizations  must  be  studied 
to  understand  the  full  scope  of  health  insurance 
coverage  of  the  population.  Independent  prepaid  and 
self-insured  plans  represent  an  important  segment  of 
the  overall  health  insurance  industry. 

A  nationwide  screening  of  approximately  5,000  inde- 
pendent health  plans  was  conducted  in  1978  to  obtain 
accurate  estimates  of  the  number  of  persons  served  by 
health  insurance  plans  other  than  those  offered  by  Blue 
Cross  and  Blue  Shield  and  by  insurance  companies. 
About  1,800  of  these  plans  were  found  to  provide 
prepaid  health  care  coverage  to  their  subscribers  either 
directly  or  through  contracts  with  groups  of  physicians 
and  other  professionals.  Data  have  been  collected  on 
the  number  of  persons  enrolled  in  such  plans,  their 
benefit  expenditures  for  various  health  care  services, 
operating  expenses,  and  methods  of  health  care 
delivery. 

ORD  has  analyzed  the  conclusions  of  this  survey  and 
surveyed  a  stratified  random  sample  of  209  of  these 
plans  to  obtain  data  for  calendar  years  1978  and  1979. 
These  data  will  form  the  basis  for  ORD's  national 
estimates  of  the  extent  of  such  plans  in  those  years. 

8.  Analysis  of  ESRD  Beneficiaries  and 
Expenditures 

ORDS  analyzed  end-stage  renal  disease  (ESRD) 
beneficiaries  and  their  health  care  expenditures  under 
the  Medicare  program  in  October  1979.  The  analysis 


examined  age,  sex,  and  racial  composition  of  ESRD 
beneficiaries,  as  well  as  length  of  time  under  the 
program.  It  examined  expenditures  by  type  of  service, 
total  charges,  beneficiary  characteristics,  and 
reimbursement  and  coinsurance  amount.  By  examining 
time  series  data,  the  study  documented  changes  in  the 
ESRD  program  with  regard  to  beneficiaries  and 
Medicare  expenditures. 

Findings  showed  that  total  Medicare  reimbursement 
for  ESRD  beneficiaries  increased  by  231  percent  from 
1974  to  1978,  from  $225  million  to  $744  million.  This 
change  was  largely  due  to  a  172  percent  increase  in 
enrollment  during  the  same  time  period.  It  appears  that 
total  ESRD  reimbursements  will  rise  at  a  rapid  rate  until 
enrollment  stabilizes.  By  source  of  care,  25  percent  of 
reimbursements  were  for  inpatient  care,  60  percent 
were  for  outpatient  care  (where  most  dialysis  occurs), 
and  16  percent  were  for  physician  services.  Analysis 
showed  50  percent  of  ESRD  beneficiaries  still  living  five 
years  after  becoming  eligible  for  Medicare. 

The  study  was  updated  in  1981.  Additional  analysis 
examined  reimbursements  by  usual  place  of  dialysis 
(home  or  facility)  and  for  transplants. 


9.  Ten  Years  of  Short-Stay  Hospital  Use  by  the 
Aged  Under  Medicare 

This  report  reviews  Medicare  program  data  on  aged 
Hospital  Insurance  (HI)  beneficiaries  discharged  from 
participating  short-stay  hospitals  between  1967  and 
1976.  it  analyzes  characteristics  of  aged  beneficiaires 
discharged  from  short-stay  hospitals,  participating 
providers  of  service,  and  trends  and  patterns  related  to 
utilization.  The  analysis  focuses  on  the  impact  of  the 
Medicare  HI  short-stay  hospital  program  on  the  aged 
population.  It  also  examines  the  effects  of  HI 
expenditures  on  the  structure  and  size  of  national 
health  care  expenditures  and  the  escalation  of  hospital 
costs.  Study  results  were  published  in  1980. 


10.  Use  of  Medical  Care  Before  and  After 
Medicare 

This  study  assessed  medical  care  utilization  of  the 
elderly  before  and  after  the  advent  of  Medicare.  It  was 
based  on  data  from  a  two-part  survey  of  the  elderly 
performed  by  the  School  of  Public  Health  and 
Administrative  Medicine  at  Columbia  University  and  the 
National  Opinion  Research  Center  at  the  University  of 
Chicago.  The  survey  covered  April-May  1965  to  April- 
May  1966  and  November-December  1966  to  November- 
December  1967,  respectively.  The  sampling  frame  for 
the  pre-Medicare  survey  consisted  of  Old  Age  and 
Survivors  Insurance  (OASI)  beneficiaries  age  65  and 
older  as  of  December  31 ,  1965.  A  similar  frame  was 
used  for  the  post-Medicare  survey.  Notable  exceptions 
on  both  of  these  frames  were  those  eligible  for  OASI  but 
not  receiving  benefits  because  of  earnings  above  the 
program  limit. 
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A  tentative  finding  is  that  while  economic  variables 
did  determine  a  certain  percentage  of  medical  care 
utilization  before  and  after  Medicare  implementation, 
the  impact  of  the  economic  variables  significantly 
decreased  after  the  introduction  of  Medicare.  This  study 
was  completed  in  1981 . 


E.  Extramural  Studies 
1.  Factors  Affecting  Hospital  Utilization  and  Cost 

The  National  Bureau  of  Economic  Research  (NBER) 
received  an  HCFA  grant  to  study  two  critically 
important  determinants  of  hospital  costs:  the  hospital 
utilization  rate  and  the  average  length  of  stay.  NBER 
performed  regression  analyses  to  determine 
relationships  between  utilization  and  peak  loading 
factors,  that  is,  admission  and  discharge  practices 
according  to  day  of  the  week. 

Principal  findings  from  the  first  year  of  the  research 
indicate  that  regional  variations  in  peak  loading  largely 
explain  observed  regional  variations  in  occupancy  rates 
and  partially  explain  observed  regional  variation  in 
length  of  stay.  Such  practices  are  probably  quite  costly. 
Increased  peak  loading  leads  to  overall  lower 
occupancy  rates,  shorter  lengths  of  stay,  and  higher 
costs.  In  the  case  of  east-west  differences,  greater  peak 
loading  in  the  west  is  estimated  to  account  for  a  5 
percent  difference  in  occupancy  rates,  a  4  percent 
shorter  length  of  stay,  and  7  to  9  percent  higher  hospital 
costs.  The  data  sources  for  the  regression  analyses 
were  the  MEDPAR  files,  AHA  hospital  statistics,  and 
detailed  daily  census  data  from  five  hospitals. 

The  grant  was  extended  for  six  months  so  NBER 
could  describe  and  explain  the  temporal  variations 
within  region  of  length  of  stay  and  occupancy  rate 
statistics.  Finally,  the  researchers  evaluated  the 
implications  of  the  analyses  for  hospitalizations. 


2.  Small  Area  Variations  in  Hospital  and 
Ambulatory  Medical  Care 

To  study  the  nature,  extent,  causes,  and  cost 
implications  of  small  area  variations  in  the  use  of 
medical  care,  the  Department  of  Community  Medicine 
at  Dartmouth  Medical  School  is  analyzing  1)  cross- 
sectional  variations  and  temporal  trends  in  utilization,  2) 
costs  of  hospitals  for  admissions  classified  by  surgical 
and  medical  case-mix  for  Maine  and  Vermont,  and  3) 
cross-sectional  variations  and  temporal  trends  for 
services  reimbursed  under  Medicare  Part  B  for  Vermont. 

The  study  has  developed  a  policy  analysis  that 
predicts  future  Medicare  program  costs  for 
hospitalization  and  ambulatory  care  under  different 
assumptions  concerning  the  magnitude  and  specialty 
composition  of  future  physician  supply.  In  addition,  it 
has  yielded  reports  on  variations  in  distribution  and  use 
of  funds  for  agencies  concerned  with  cost  containment 
and  utilization  review. 

This  project  is  in  its  fourth  year  of  activity  and  will 
continue  through  1983. 


3.  Consequences  of  Changes  in  the  Aged 
Population  for  Health  Status,  the  Demand  for 
Health  Care,  and  Health  Care  Costs 

This  study  was  carried  out  by  the  Institute  for 
Demographic  and  Economic  Studies  in  New  Haven, 
Connecticut.  It  comprehensively  assesses  the 
implications  for  the  health  care  system  of  changes  in 
the  size,  age  structure,  socioeconomic  structure,  and 
geographic  distribution  of  the  population  age  65  and 
over.  Its  fundamental  thesis  is  that  the  level  and 
configuration  of  health  care  demands  of  the  future  aged 
will  differ  significantly  from  those  of  today's  aged. 

HCFA  maintains  fiscal  responsibility  for  the  Medicare 
Trust  Fund  and  predicts  the  budget  needs  of  the  State 
Medicaid  programs.  Relationships  estimated  in  the 
course  of  this  study  and  the  resulting  model  should 
improve  the  accuracy  of  predictions  of  medical  care 
utilization  of  the  aged  population  and  allow  better 
prediction  of  Trust  Fund  and  Medicare  budgetary 
needs. 

In  addition,  estimates  or  predictions  of  the  costs  of 
various  national  health  insurance  proposals  before 
Congress  should  be  much  improved  as  a  result  of  this 
study. 


4.  Quality  and  Effectiveness  of  Preventive  l\/ledical 
Care 

This  study  by  the  Rand  Corporation  looks  at  the 
effect  of  preventive  care  on  various  categories  of 
medical  expenditure  and  loss  of  work  time  due  to 
sickness.  Issues  and  questions  to  be  addressed  include: 

•  the  effects  of  preventive  care  on  health  status, 
medical  care  use,  and  available  work  time 

•  the  responsiveness  of  consumer  demand  to 
changes  in  the  price  of  preventive  care 

•  the  amounts  of  preventive  care  used  in  prepaid 
systems  versus  fee-for-service  practice  settings, 
excluding  out-of-pocket  charges  in  both  cases 

•  whether  people  choosing  the  prepayment  plan  are 
fundamentally  different  in  their  desires  to  obtain 
preventive  care. 

The  study  uses  data  from  the  Rand  Health  Insurance 
Study  (HIS),  a  social  experiment  in  which  families  are 
assigned  to  several  different  health  insurance  plans. 

During  the  first  year,  the  Rand  Corporation  developed 
working  knowledge  of  the  relevant  HIS  data, 
constructed  computer  programs,  reviewed  the 
literature,  and  refined  the  analytic  design.  In  the  second 
year.  Rand  will  analyze  the  three-year  sample  site  data 
and  further  develop  the  analytic  design  and  computer 
software.  The  third  year  will  be  spent  extending  the 
analysis  to  the  five  year  samples,  further  developing  the 
analytic  design,  and  preparing  reports.  The  study  will 
produce  a  fairly  detailed  and  complete  picture  of  the 
causes  of  preventive  care  expenditures  and  the 
consequences  for  health  outcomes  and  acute  and 
chronic  medical  care  expenses.  The  three-year  grant 
ends  in  September  1983. 
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5.  Design  and  Development  of  a  Medicaid 
Statistical  System  for  Reporting,  Research,  and 
Program  Evaluation 

The  purpose  of  this  project,  carried  out  by  the  State 
of  Washington  and  its  subcontractor,  the  School  of 
Public  Health,  University  of  Washington,  was  to 
construct  population-based  physician,  hospital,  and 
other  medical  care  utilization  rates  from  Washington's 
own  Medicaid  Management  Information  System  (MMIS) 
files.  The  data  will  be  used  for  program  reports, 
analyses,  and  evaluations. 

The  grantee  developed  an  interactive  module  to  give 
users  access  to  work  files.  This  will  enable  them  to 
produce  a  standard  set  of  routine  tables,  as  well  as 
optional  statistical  reports.  The  first  year  of  the  two-year 
grant  was  spent  developing  the  analytical  techniques 
and  software  needed  to  produce  the  rates.  The  second 
year  yielded  rates  and  analyses. 

The  project  ended  September  30,  1 981 . 
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CHAPTER  IX 

Industrial  Organization  and 

Reimbursement 


A.  Introduction 

Within  the  field  of  economics,  the  area  of  study  called 
industrial  organization  analyzes  the  market  structure, 
market  conduct,  and  market  performance  of  particular 
industries.  The  objective  is  to  ascertain  the  extent  to 
which  they  adhere  to  or  deviate  from  the  competitive 
norm  and  to  offer  policy  prescriptions  to  rectify  any 
deviations  which  obstruct  efficient  exchange  and 
consumer  satisfaction. 

One  way  of  looking  at  the  nation's  health  care 
delivery  system  is  in  terms  of  its  organizational 
structure,  including  the  structure  of  particular  segments 
such  as  nursing  homes  and  other  long-term  care 
institutions,  clinical  laboratories,  supplies  of  durable 
medical  equipment,  and  medical  suppliers.  To 
understand  the  market  structure  of  each  industry  and  its 
responses  to  government  programs  and  regulations,  it 
is  necessary  to  study  the  nature  of  the  demand  for  the 
industry's  output,  measure  the  degree  of  market 
concentration,  and  determine  if  and  where  barriers  to 
competition  exist.  HCFA  is  evaluating  various 
industries'  market  conduct  and  performance  with  data 
on  research  and  development  expenditures,  advertising 
and  promotion,  pricing  policies,  and  reinvestment  of 
profits.  Of  particular  interest  are  the  effects  of  various 
forms  of  insurance,  including  Medicare  and  Medicaid 
reimbursement,  on  the  structure,  conduct,  and 
performance  of  each  industry.  Industrial  organization 
studies  also  identify  areas  in  which  the  refinement  of 
reimbursement  methodology  could  encourage 
competition  and  cost-effective  purchasing. 


B.  Long-Term  Care 

A  major  current  focus  of  industrial  organization 
studies  is  on  the  long-term  care  industry.  Long-term 
care  accounts  for  a  major  proportion  of  the  funds  spent 
on  health  care  for  the  elderly.  From  1970  to  1979, 
nursing  home  expenditures  alone  grew  280  percent,  and 
public  expenditures  increased  343  percent.  Public 
expenditures  (Federal,  State,  and  local)  amounted  to 
$10.1  billion  in  1979  and  represented  56.7  percent  of  the 
$17.8  billion  total  nursing  home  bill.  Only  hospital 
expenditures  exceeded  nursing  home  expenditures  as  a 
percent  of  health  care  dollars  spent  on  the  elderly. 
Present  economic,  sociological,  and  demographic 
trends  leave  no  doubt  that  expenditures  for  all  forms  of 
long-term  care  will  assume  increasing  importance  in  the 
future. 

In  1981,  ORD  began  a  large  intramural  research 
project  on  long-term  care.  The  initial  purpose  of  this 
project  was  to  present  an  industrial  organization  study 
and  a  state-of-the-art  paper  on  long-term  care  research 


and  demonstrations.  It  was  soon  expanded  to  include 
other  aspects  of  long-term  care  research.  This  study  will 
be  published  as  a  comprehensive  book  on  long-term 
care  late  in  1982. 

Among  the  subjects  included  in  the  book  are  a 
legislative  history  of  nursing  home  programs,  types  of 
facilities,  facility  behavior,  cost  and  reimbursement 
analyses,  labor  issues,  and  organizational  aspects  of  the 
industry.  The  book  explores  demographic  and 
epidemiologic  aspects  of  long-term  care,  including 
mental  illness  and  family  support  issues.  Settings  for 
care,  such  as  home  care,  day  care,  and  housing  issues, 
are  also  examined. 


C.  Analysis  of  the  Clinical  Laboratory 
Industry 

The  clinical  laboratory  has  changed  in  three  decades 
from  a  primarily  hospital-based,  ancillary  service  into  a 
major  industrial  operation.  Corporations  and  chains 
have  begun  to  vie  for  shares  of  a  market  that  has 
expanded  considerably  in  the  past  20  years.  The 
industry  has  introduced  automated  technologies  which 
have  enhanced  lab  capacity  and  the  speed  of  operations 
as  well  as  increased  the  numbers  of  tests  available.  At 
the  same  time,  the  demand  for  tests  as  a  routine 
component  of  medical  care  has  increased  significantly. 
Moreover,  facilities  and  physicians  have  found  clinical 
laboratory  tests  in  many  settings  to  be  a  highly 
profitable  medical  service,  with  revenue  generated  by 
tests  rising  faster  than  incurred  costs. 

The  growth  in  the  clinical  laboratory  industry  has 
major  implications  for  reimbursement  practices.  The 
industry  now  consumes  about  10  percent  of  the 
country's  health  care  dollars,  and  the  upward  trend 
shows  no  sign  of  deceleration.  A  better  understanding 
of  the  effects  of  reimbursement  for  laboratory  tests  on 
physician  decisions  to  recommend  such  tests  could 
form  the  basis  for  improvements  in  the  Medicare  and 
Medicaid  programs. 

The  Rand  Corporation  received  a  HCFA  contract  to 
acquire  this  knowledge  by  analyzing  the  clinical 
laboratory  industry.  Attention  was  focused  on  tests 
performed  in  physicians'  offices  and  in  hospitals 
during  the  contract  period,  which  extended  from 
September  1978  to  April  1982. 

The  researchers  formulated  and  tested  a  model  of  the 
determination  of  price,  frequency,  and  location  of 
laboratory  tests,  using  a  nationwide  sample  of  office- 
based  physicians.  The  main  question  was  whether 
physicians  use  laboratory  tests  to  increase  their  income 
and  to  circumvent  limits  on  fees  for  office  visits.  Using 
data  from  the  Physician's  Practice  Cost  Survey,  Rand 
estimated  the  effects  of  coverage  by  Medicare, 
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Medicaid,  Blue  Shield,  and  private  insurers,  and  of  no 
coverage,  on  the  price,  frequency,  and  location  of 
laboratory  tests.  Estimating  the  effects  of  different  levels 
of  reimbursement  for  office  visits  and  laboratory  tests 
under  these  programs  on  the  frequency  of  such  tests 
provided  information  on  the  extent  to  which  ordering 
additional  tests  offsets  Federal  fee  ceilings. 

Rand  also  analyzed  the  effect  of  the  testing  site  on  the 
prices  and  frequency  of  tests  and  on  physician  income. 
This  information  is  crucial  in  weighing  the  possible 
effects  of  independent  laboratory  regulations  which  re- 
quire laboratories  to  bill  the  patient  directly.  These 
regulations  increase  physician  incentives  to  perform 
tests  in-house,  thereby  raising  the  relative  cost  of  tests 
in  independent  laboratories  and  depriving  the  physician 
of  control  of  test  fees. 

In  addition,  the  Rand  researchers  compared  the 
propensity  of  fee-for-service  physicians  and  salaried 
HMO  physicians  to  order  tests  in  treating  ambulatory 
patients.  Assuming  that  the  incentives  for  the  fee-for- 
service  physician  to  substitute  laboratory  tests  for  his  or 
her  own  time  are  the  same  in  inpatient  and  ambulatory 
settings,  a  higher  propensity  to  substitute  tests  by  fee- 
for-service  physicians  might  indicate  financial  and  time- 
saving  gains  from  laboratory  tests. 

Rand  researchers  also  investigated  the  allegedly 
common  practice  of  pricing  hospital  laboratory  tests 
above  costs  to  subsidize  other  departments.  Possible 
influences  studied  in  a  sample  of  California  hospitals 
included  Medicare  reimbursement  on  the  basis  of 
allowable  cost,  the  formulae  for  determining  allowable 
cost,  and  other  details  of  reimbursement  practices.  The 
existence  of  pricing  above  cost  could  lead  to  excessive 
testing. 

The  physician's  incentive  to  maximize  hospital 
revenues  was  hypothesized  to  depend  on  whether  his  or 
her  relationship  with  the  hospital  is  one  of  salaried 
employee,  fee-for-service  contractor,  or  co-owner.  Rand 
examined  the  role  of  physicians  in  hospital  decision- 
making under  different  contractual  arrangements  and 
effects  of  these  arrangements  on  the  pricing  of 
laboratory  services.  This  study  helps  to  understand  and 
control  the  growing  use  of  laboratory  tests.  It  also 
predicts  the  effects  of  any  hospital  cost  containment 
approach.  The  results  could  also  lead  to  re-evaluations 
of  physician  and  laboratory  reimbursement  methods 
under  Medicare  and  Medicaid. 

D.  Durable  Medical  Equipment  (DME) 

1.  Alternative  Methods  of  Reimbursing  for  DME 

In  September  1976,  HCFA  awarded  a  three-year 
contract  to  Exotech  Research  and  Analysis,  Inc.  to 
conduct  a  DME  demonstration.  The  demonstration  was 
to  determine  whether  the  experimental  reimbursement 
methods  were  workable,  desirable,  and  conducive  to 
more  economical  provisions  of  DME  to  Medicare 
beneficiaries.  These  demonstrations  were  conducted 
under  the  authority  of  Section  245  of  the  1972  Social 
Security  Act  Amendments,  which  called  for  the 
Secretary  of  HHS  to  conduct  reimbursement 


experiments  to  eliminate  unreasonable  expenses 
resulting  from  prolonged  rentals  of  durable  medical 
equipment. 

The  demonstrations  were  originally  intended  to  be 
implemented  in  11  geographic  areas  and  to  involve 
lump-sum  payments  for  both  new  and  used  equipment 
based  on  the  anticipated  period  of  medical  need. 
Exotech  designed  a  lease-purchase  conversion 
procedure  whereby  the  purchase  price  was  reduced 
proportionately  to  reflect  the  length  of  prior  rental.  In 
addition,  the  20  percent  Medicare  Part  B  coinsurance 
was  waived  whenever  the  purchase  price  of  used 
equipment  was  at  least  25  percent  less  than  the 
reasonable  charge  for  new  equipment.  Researchers 
believed  that  these  incentives  would  stimulate 
equipment  sales. 

In  October  1977,  however,  the  Medicare-Medicaid 
Anti-Fraud  and  Abuse  Act  amended  Section  1833  of  the 
Social  Security  Act  and  mandated  reimbursement 
procedures  for  DME  which  closely  paralleled  those 
being  tested  under  the  experiment.  Under  Section  16, 
the  Secretary  is  authorized  to  determine,  on  the  basis  of 
medical  and  other  evidence,  whether  the  expected 
duration  of  the  medical  need  for  the  equipment 
warrants  a  presumption  that  purchase  of  the  equipment 
would  be  less  costly  or  more  practical  than  rental.  If  the 
Secretary  determines  that  such  a  presumption  exists,  he 
or  she  must  require  that  the  equipment  be  purchased, 
on  a  lease-purchase  basis  or  otherwise,  unless  it 
appears  that  such  purchase  would  create  an  undue 
financial  hardship  on  the  beneficiary.  The  legislation 
also  waives  the  20  percent  coinsurance  in  the  same 
manner  as  the  experiment. 

After  the  passage  of  this  legislation,  HCFA  decided  to 
redirect  the  experiment.  One  test  site,  the  Washington 
Physicians  Service  (WPS)  carrier  area  in  the  State  of 
Washington,  was  selected  to  determine  whether  the 
now  mandated  reimbursement  methodology  stimulated 
equipment  sales  in  lieu  of  prolonged  rental. 
Beneficiaries  residing  in  the  WPS  carrier  area  retained 
free  choice  of  whether  to  purchase  or  rent  their 
equipment.  Exotech  also  gathered  operating  data  from 
the  other  10  sites  to  assess  the  impact  of  the  newly 
mandated  reimbursement  methodology  on 
administrative  claims  processing  and  reimbursement 
patterns  over  time.  In  addition,  researchers  undertook 
an  investigation  of  Medicaid  DME  reimbursement  and 
coverage  provisions.  Exotech  submitted  its  final  report 
in  January  1980.' 

The  results  indicated  that  the  number  of  items 
purchased  increased,  as  did  the  proportion  of 
reimbursement  expenditures  for  purchase  as  compared 
to  rentals.  The  Washington  Physicians  Service  reports  a 
reduction  in  the  number  of  monthly  purchase 
reimbursement  processing  operations.  Prior  to  the 
experiment,  there  was  an  inventory  of  approximately 
300  claims  on  which  monthly  installments  were  paid. 
This  claims  processing  workload  has  been  almost 
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totally  eliminated.  The  experiment  does  not  appear  to 
have  been  as  successful  in  stimulating  the  purchase  of 
used  equipment.  Less  than  1  percent  of  the  claims 
volume  has  been  for  the  purchase  of  used  equipment, 
and  there  have  been  no  rental-purchase  conversions. 


2.  The  Determinants  of  Current  and  Future 
Expenditures  for  Durable  Medical  Equipment 

In  September  1979,  HCFA  awarded  a  three-year  grant 
to  Williams  College  to  study  the  industrial  organization 
of  the  DtvIE  industry  and  the  expenditures  by  HCFA  and 
its  program  beneficiaries  associated  with  such 
equipment. 

The  study  objective  is  to  gain  an  understanding  of  the 
determinants  of  the  demand  for  DME  to  predict  future 
expenditures.  This  demand  differs  from  the  demand  for 
most  other  goods  and  services  in  at  least  two  ways. 
First,  because  an  item  of  DME  is  not  useful  without  an 
illness  or  injury,  it  is  demanded,  not  as  a  final 
consumption  good,  but  rather  as  an  intermediate  input 
to  improve  the  individual's  well  being.  Second,  the 
demand  is  conditioned  by  the  "durability"  of  DME.  In 
constructing  and  estimating  this  demand  model,  each  of 
these  distinctive  characteristics  is  being  considered.  In 
addition,  projections  of  future  expenditures  will  require 
prior  projections  of  many  variables,  including  the 
socioeconomic  characteristics  of  HCFA  beneficiaries 


and  the  organization  of  the  industry  which  supplies 
DME  to  these  consumers. 

To  determine  how  the  structure  of  the  retail  DME 
supply  industry  affects  expenditures,  the  Williams 
researchers  are  analyzing  the  effects  of  supplier 
characteristics  such  as  the  level  of  market  sales 
concentration,  primary  lines  of  business,  and  the 
proportion  of  sales/ rentals  accounted  for  by  HCFA 
beneficiaries  on  the  levels  of  submitted,  customary,  and 
prevailing  charges  for  DME.  This  is  being  accomplished 
through  an  econometric  analysis  of  regional  and 
national  data. 

Another  issue  related  to  supplier  behavior  is  the 
impact  of  Federal  reimbursement  policies  on  the 
structure,  conduct,  and  performance  of  the  industry. 
Williams  is  analyzing  the  behavioral  incentives  created 
for  profit-motivated  suppliers  by  Federal  DME 
reimbursement  policies  and  comparing  the  pricing 
policies  and  profit  margins  to  those  of  other  retail 
establishments. 

Another  research  objective  of  this  study  is  to 
determine  the  impact  of  State  Medicaid  policies  on  DME 
and  utilization  under  Medicare  Part  B,  The  final 
segment  of  this  research  involves  developing  a  research 
protocol  addressing  the  use  of  DME  in  the  home  as  a 
substitue  for  inpatient  hospital  and  nursing  home  care. 
At  present,  very  little  is  known  about  the  feasibility  of 
such  substitution,  or  the  extent  of  benefits  to 
beneficiaries  and  HCFA  that  may  result. 
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